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The Aims of the Institute*
By Carl H. Nau

It was my privilege to address the first middle-west regional
meeting of the institute held in Chicago last November upon the
subject of the American Institute of Accountants. About three
hundred accountants, not more than half of whom were members
of the institute, were in attendance at that convention.
There are still numbers of practising accountants who, though
eligible to membership in the institute, are not yet members
thereof. Numbers of practising accountants who are not yet
eligible are in the process of becoming eligible. It is hoped
that accountants who are eligible will become members, and the
institute desires to maintain contact with accountants who are not
yet qualified for membership, that they, too, at the proper time,
may become members. This is the reason why non-members are
invited to participate in these regional meetings of the institute.
At the Chicago meeting I attempted to present a brief sketch
of the history of the movement which, beginning in 1887 with
the organization of the American Association of Public Account
ants and passing through a period of organization of state societies
and of C. P. A. legislation, finally resulted in the organization of
the American Institute of Accountants in 1916. The genesis
and present activities of the institute were reviewed in that address.
Like every worth-while and durable human institution, the
institute was not born in the brain of a few individuals, nor was
it conceived in any spirit of exploiting the selfish interests of its
founders. It was rather the natural and logical evolution of an
organization to meet a need which had developed in the growth
of our profession.
*An address delivered at a regional meeting of the American Institute of Account
ants, Detroit, Michigan, April 8, 1921.
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Since my presence is chiefly directed toward bringing the
message of the American Institute of Accountants to those non
members who are now or who may become eligible to member
ship, may I direct you to the February number of The Journal
of Accountancy for my remarks on the origin of the institute
and the reasons for its existence, by way of laying a foundation
for my remarks this evening?
The subject assigned to me by your committee for this second
middle-west regional meeting is The Aims of the Institute, It
occurs to me that I can do no better than, preacher-like, to take
article I of the constitution of the institute as the text for my
sermon and briefly comment upon the several propositions so
concisely, but nevertheless completely, enunciated therein. It
epitomizes the aims of the institute much better than anything I
might say.
It reads as follows: “Its objects shall be to unite the account
ancy profession of the United States; to promote and maintain
high professional and moral standards; to safeguard the interests
of public accountants; to advance the science of accountancy; to
develop and improve accountancy education; to provide for the
examination of accountants for membership, and to encourage
cordial intercourse among accountants practising in the United
States of America.”
The first enumerated aim of the institute is:
“To unite the accountancy profession of the United States.”
Here let me pause to direct your attention to the fact that the
word used is “profession”—not vocation, not trade, not commer
cial pursuit of any kind or description—but “profession.” It may
not be easy always to distinguish a profession from a commercial
pursuit, but if accountants as a body are to lay any permanent claim
to being members of a profession, they must make the distinction.
I am not going to attempt to define or to distinguish all of the
characteristics of a profession. But let me enumerate a few char
acteristics which a profession must have.
A profession must have an educational programme.
It must be liberal, broad and catholic in its aims.
Its practitioners cannot preempt unto themselves the exclusive
knowledge or discovery of any useful principle or device without
imparting such knowledge or information to the whole body of
professional practitioners and to the world. There can be no
patent or copyright on professional information.
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It must develop a body of professional ethics.
It must always put service above financial gain.
An individual practitioner may occasionally, perhaps persist
ently, violate the code of ethics of his profession, but the devel
opment of the ethical precepts and rules of professional conduct
adopted by an organized body of any profession must be such as
to distinguish it and set it apart from ordinary commercial
pursuits.
Therefore, the first aim of .the American Institute of Account
ants is to unite in one body the practitioners of the profession of
accountancy of the United States, to the end that the growth of
the profession, its standards, its ethics and its discipline may be
guided and controlled from within itself, and to the further end
that the body of the profession may have an articulate voice and
speak with authority upon all matters having to do with the
development of the profession and with the interests of its prac
titioners.
The institute cannot realize this aim nor achieve its highest
purpose if considerable numbers of eligible practitioners withhold
themselves from membership. The voice of the institute cannot
be a voice of authority unless it speaks the composite thought of
the profession itself and unless its officers and committees give
utterance to the consensus of opinion of its membership.
The American Institute of Accountants is the instrument
through which there may be a union of the accountancy profes
sion; and without it, or some other organization which shall be
representative of the entire body of the profession, there can be
no permanent professional solidarity and accountancy must re
linquish its claims to a professional status and frankly describe
itself as an ordinary commercial pursuit in which the feeling of
fellowship inherent in union shall be abandoned and competition
shall supplant cooperation.
The second aim of the institute is:
“To promote and maintain high professional and moral stand
ards.”
I submit that the institute cannot maintain high professional
standards if for a moment it relaxes its high requirements for
membership. It has sometimes been said by those who, either
because they do not know or because they themselves have not
attained that condition of eligibility which permits them to be
come members, that the American Institute of Accountants is an
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exclusive body; that it is a sublimated mutual admiration society;
that its aim is to establish a monopoly for itself and to keep
other aspiring and enterprising practitioners out. In some cases
this false notion may be the result of misinformation; but to a
considerable extent it is the result of propaganda by those who
cannot pass the rigid test of eligibility and meet the requirements
for membership.
Should the institute let down the bars and take into its fold
every person who for a time hangs out his shingle as a public
accountant and offers his services to an ill-informed and unsus
pecting public, whether he be qualified for membership or not, it
certainly could not maintain its aim to “promote high professional
and moral standards.” It is, therefore, necessary that the body
which is to unite the profession of accountancy in the United
States should maintain high and rigid standards consistent with
the dignity and the importance of the interests in its keeping.
However, the institute welcomes into its membership every
practitioner in the country who can comply with its requirements
for membership. Its ideals are in the keeping of the great body
of the profession itself, and every practitioner owes a duty to the
profession he loves to participate in its development. He can
do this by becoming a member of the body which is the exponent
and repository of the best traditions and ideals of the profession.
Another aim of the institute is:
“To safeguard the interests of public accountants.”
While the institute frequently moves to safeguard the interests
of some specific individual practitioner, I submit that it can better
safeguard the interests of public accountants by moving to safe
guard the interests of the profession itself than by interposing
its authority, counsel or advice in specific and individual instances.
Through its council and executive committee, through its com
mittee on legislation, committee on professional ethics, committee
on professional advancement and other committees, the institute
never loses a chance or fails to take advantage of an opportunity
to safeguard and advance the interests of public accountants by
all honorable and proper means.
The services rendered to our government by the institute and
by many of its officers and members doubtless accomplished more
in the way of bringing our profession to the front and creating
opportunities for constructive service, and thus advancing the
interests of the profession, than any other one thing that has yet
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been done to promote the interests of public accountants. Let us
suppose that the institute had not been in existence at the out
break of the war and that this opportunity presented itself. In
dividual accountants might perhaps have achieved a small measure
of success, but no such forward movement of the entire profes
sion could have taken place had there been no thoroughly repre
sentative and centralized organization of accountants like the
institute. The activities of the institute at the outbreak of the
war did more to put the profession of accountancy on the map
than anything else that has happened since the profession came
into being.
“To advance the science of accountancy” and “to develop and
improve accountancy education.”
Perhaps the one activity which has greater possibilities than
any other single activity to forward this aim of the institute is
the endowment of the library. Three years ago, at the suggestion
of and with a large initial donation from one of the leading mem
bers of the institute, there was established an endowment fund,
the income from which is devoted exclusively to the development
and maintenance of a library and bureau of information. Since
then, the institute has accumulated a professional library of many
volumes, the information in which has been catalogued and made
available to every member.
Perhaps of even larger importance than the knowledge pre
served upon the printed page is the special knowledge and experi
ence buried in the files and in the memories of individual account
ants throughout the country. Any member who desires informa
tion or advice upon any question which may arise in his practice
can direct his inquiry to the library of the institute. If the infor
mation is to be found in a book, he will be directed thereto. If
it is not to be obtained in this manner, his question will be re
ferred to some member or members who are entirely likely to be
able to answer his question or to inform him of the best practice
in respect of the matter. The person answering the question will
not know the identity of the questioner. Neither will the ques
tioner know who supplied the information.
Those members who have had occasion to avail themselves of
this service appreciate how useful it has been to them. I heard
one able and leading member of the institute say that he had
obtained information through this service which was easily worth
a fee of $1,000.00 to his organization and for which it willingly
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would have paid. It happened that the person in possession of
the information sought was entirely willing to impart it to a fellow
member of the institute, but it is extremely doubtful if the in
quirer could have obtained it in any other way.
Questions such as are deemed to be of general interest are
published in the periodic bulletins issued by the bureau of in
formation and are indicative of the value of the service it has
undertaken to render.
There is now on the press and soon will be issued the Account
ants' Index, which was compiled by the library. It will be a book
of approximately 1600 pages and will contain information about
every book or other published matter known to the library which
may be of interest to practitioners or in any way relates to
accountancy.
In the time at my disposal it is manifestly impossible to de
scribe the various activities which are being forwarded by the
institute. Information about them will be found in the reports
of the various committees, appearing in the several year-books of
the institute, in The Journal of Accountancy, in the bulletins
and elsewhere.
“To provide for examination of candidates for membership.”
A member of the board of examiners is present at this meet
ing, and doubtless he will explain the rules governing examina
tions which are set for admission to membership should there be
anyone desiring information on this point.
“To encourage cordial intercourse among accountants.”
This aim of the institute has surely been accomplished. The
intimate and cordial social and professional relationships which
have been established between accountants and between groups
of accountants, all over the country, certainly has been a delight
to behold. Many of those here present, as well as I myself, can
testify to the beautiful and enduring friendships which have
grown out of the opportunity for intercourse afforded by the
annual meetings of the institute.
These regional meetings are a further step which has been
taken to extend and increase the opportunity for such relation
ships. Many members and persons who at some time may be
come members can neither afford the time nor the expense of
traveling to Washington to attend the annual meetings of the
institute. Hence, these regional meetings are calculated to expand
and multiply the opportunity for intercourse and companionship.
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They permit a greater number of accountants to come in contact
with each other and to become acquainted with the leaders of
their profession. They bring the institute to those who cannot
come to the institute.
Attendance upon these meetings enlarges their mental horizon
and makes them fitter and better practitioners. It especially gives
the younger practitioner an opportunity to broaden by hearing
and participating in the discussions which make up the pro
grammes at these meetings. It gives him a chance to see how
others handle some of the problems which he will encounter in
his daily practice.
The opportunity of contact with others who are thinking and
working along the same lines is invaluable; and the friendships
which are formed on these occasions are among the things that
make life worth living. Personally, I would not exchange some
of the friendships which were formed by attendance upon the
meetings of the American Association of Public Accountants and
of the institute for thousands of dollars. Each time I come away
from a meeting, I feel that I am a better accountant and a better
man.
What a difference this opportunity for association with other
accountants has made in the viewpoint of the individual practi
tioner! I can remember the time when, with our provincial out
look, we were wont to look with suspicion upon another account
ant. When we saw him on the street, we avoided him for fear
he might learn where we were going and try to steal away our
client. We have learned that we are not business competitors,
but professional associates. Instead of trying to take advantage
of each other, we have learned to cooperate with each other.
An increase in the number of accountants has not meant that
the opportunity for service of a single one has been lessened
thereby, but with the increase in the number of practitioners the
opportunities for service have been multiplied.
Of course, the younger practitioner cannot expect at once to
acquire the large clientele of some of the older practitioners. If
he will stop to think how many years of faithful service it has
required to build up their practice, he will have no remaining
feeling of envy at their success—a success to which he also thinks
himself to be entitled. Patience, hard work and the knowledge
of work well done will do for him what it has done for them.

327

The Journal of Accountancy

Let me ask him to consider how much better is his oppor
tunity for establishing a practice than are those of the older and
better recognized professions. If he is sometimes tempted to
resort to the undignified methods of publicity and solicitation
adopted by some—methods which sometimes seem to him to result
in a more immediate and larger financial success—let me warn
him that this apparent success is often illusory. “All is not gold
that glitters,” says the old proverb, and even though unprofes
sional methods in some cases for a time seem to result in better
financial rewards, they will not obtain for one the lasting satis
faction that comes from pursuing the tried and proven methods,
which, in the long run, are bound to have a more lasting result
and lead to an increased self-respect as well as to the goodwill and
respect of all one’s fellows.
The ethical rules and precepts of the profession may not have
been completely developed or have reached a stage of finality, but
the best thought of the profession is rapidly approaching the
position of unanimously adopting the viewpoint of the older
professions in regard to the question of advertising and publicity.
The time will soon arrive when, in the popular mind, the adver
tising accountant will be placed in the same category with the
advertising lawyer, doctor or dentist, whom the intelligent public
calls an ambulance chaser or a quack.
The time is too brief to permit of my enlarging upon this
theme or further discussing the aims of the institute. Therefore,
in closing permit me to renew the invitation which it is my prac
tice to extend at every opportunity which presents itself. Let me
ask every person, who is not now a member of the institute, to
make application for membership, if he has the necessary quali
fications and can comply with the requirements for membership.
If he has not yet attained the necessary qualifications to become
an associate of the institute, let me urge upon him the desira
bility of fitting himself for membership at the earliest possible
opportunity.
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Foreign-Exchange Arbitrage in Joint Accounts
By Albert L. Gareis
Although a number of good books and many articles on foreign
exchange have been published, the feature of record keeping is
seldom discussed.
The transactions relating to foreign exchange in general are
so diversified that it is impossible to include all of them in one
treatise, but it is necessary to discuss the principal classes of
accounts kept in banking concerns which deal in foreign exchange
to reach a full understanding of the peculiarities of foreign joint
accounts.
It is known that double-entry bookkeeping originated in
Italy. Therefore the commercial, industrial and financial establish
ments of continental Europe still adhere to Italian terminology,
and the majority of American banking concerns, in accord, use
similar terms in relation to foreign-exchange transactions.
There are three classes of accounts, each of which can be
subdivided into various sub-classes according to individual re
quirements. The three principal classes are:—
1. Conto Nostro (our account).
This contains all transactions which one bank orders per
formed by its correspondent. All nostro accounts are kept in
foreign currencies with a dollar equivalent based on cost, current
market rates or a standard rate. At the present time the latter
form cannot be used because the values are subject to broad
fluctuations.
As these accounts represent “our account with a foreign
concern,” the entries in dollars are made for accounting purposes.
They furnish the means of determining the profit or loss on con
summated transactions.
In this respect the nostro accounts can be compared with the
trading accounts of stock-brokerage houses—that is, the balance
in foreign currency represents an asset or liability in the respect
ive currency.
If such a balance is converted at cost or current market rates
the difference between the amount thus obtained and the dollar
balance of the account is the profit or loss on all closed trans
actions.
It is very important to keep an accurate control over the foreign
currencies, as an error in posting or footing will affect the profit
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and loss account as well as the asset value or the amount of liability.
Few banking concerns maintain a control system of foreign
amounts. Therefore serious discrepancies occur which are not
brought to light until a statement is received from the foreign
correspondent.
A simple method of controlling the foreign currencies can be
easily installed by keeping a position book as illustrated in form 1.
Form 1

This book shows the long positions on the credit side and the
short positions on the debit side. Otherwise the manner of
recording is almost identical with that used in posting to the stock
ledger in stock-brokerage concerns. The position book will con
tain the contra entries in total to all foreign amounts posted to
individual nostro accounts.
It must be understood that this position book will not serve
the trader if he wants to speculate by taking advantage of his
floating long and short positions. If this is required the trading
department will be compelled to keep a book indexed by foreign
banks and containing columns to accommodate the “floats” and
“arrivals.”
Under normal conditions steamer schedules would furnish
exact dates of mail distribution in all parts of Europe, but at
present these dates are problematical and the trader is compelled
to allow for a generous safety margin. As it is not within the
scope of this treatise to deal with the speculative feature it is
not necessary to go further into detail on this phase.

2. Conto Vostro or Conto Loro (your or their account).
These accounts are kept in dollars only. They represent the
account of a foreign correspondent with a domestic institution.

330

Foreign-Exchange Arbitrage in Joint Accounts
3. Conto Metà (joint account).
a. “Our lines.”
b. “Their lines.”
Joint accounts are the terror of all bookkeepers. It requires
considerable skill and experience to keep them correctly. Errors
are easily made and it often occurs that oversights on the part of
foreign correspondents cause discrepancies to be buried forever.
Such accounts are usually kept in two sections.
“Our lines” contain all transactions originating or settled on
this side, whereas “their lines” show all purchases or sales made
by the foreign correspondent.
Therefore “our lines” are kept in dollars and “their lines”
in foreign currencies without dollar equivalents.
If a joint account is closed it will show a profit or loss in
dollars and in foreign currencies. The former will be transferred
partly to profit and loss and partly to the respective vostro
account; the latter by the foreign correspondent to his profit and
loss and to the nostro account.
As a rule the basis of apportioning profits or losses is 50 per
cent. to each participant. (Metá = half.)
A profit or loss in dollars will result if the transactions are
covered for the same amount as charged or credited by the foreign
bank on “their lines.” If the same dollar amount is used as is
shown on “our lines,” a profit or loss in the foreign currency
used by the correspondent will be shown.
The manner of covering or disposing not being the same for
all transactions, profits or losses on both lines will be the result
when the accounts are closed.
It is apparent that both lines of joint accounts are in close
relationship to each other, and therefore it is better to keep both
on one sheet as shown by form 2. The introduction of the positionForm 2

control book mentioned previously serves as a control over the
sundry foreign currencies or securities bought and sold for the
joint accounts as well as for the foreign currency of “their
lines.”
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Most transactions for joint accounts are executed by cable.
Letters confirming the cable orders designate the accounts affected
and contain full details concerning the transaction. As a rule
printed forms are used which read approximately as follows:
“We have purchased (sold).........................................
and we debit (credit) our lines....................................”
or
“You have purchased (sold).........................................
and debited (credited) your lines............................

From this it will be seen that, although one side plays a
passive part when the transactions originate, it will be active in
settling the transactions, when the original purchase or sale is
covered.
A concrete case may serve as illustration.
A European bank secures a certain amount in currency of a
third nation for the joint account with an American bank. The
latter is charged on the European lines and therefore must credit
the European bank, but it must also show that a certain amount
in the third currency was placed at its disposal. Up to this point
no dollar values are involved and it is not necessary to apply any
unless the amount was credited to the New York institution on
one of its nostro accounts. The joint account is kept free of
dollar entries in all circumstances.
If the market is favorable, New York will sell the foreign
currency in New York and collect dollars which must be credited
to joint account, New York lines, which will also be charged for
the cost in dollars of the remittance to Europe needed to cover the
original purchase. If this remittance simply covers the same
amount in foreign currency, a profit or loss in dollars will be shown
on “our lines.”
In order to keep a clear and trustworthy record of complicated
arbitrage transactions in joint accounts, a special form for joint
account ledger sheets was designed (form 2) which combines
both lines and shows the condition of the entire account at a
glance.
The following example of a four corner arbitrage* transaction
may serve as an illustration for the functioning of the accounting
method:
*Arbitrage in foreign exchange is a means by which exchange may be secured in
foreign countries at rates below the local market.
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PARITY SCHEDULE
New York
market rates
per 100

Czecho kronen ......... ...........
German marks ......... ...........
French francs ......... ...........
U. S. dollars............

2.00
1.05
5.80

Berlin
parity
per 1.00

Berlin
market rates
per 1.00

New York
parity
per 100

1.33

1.25

3.86
66.66

4.00
66.66

1.87%
1.50
6.00

From the above schedule it will be seen that Czecho kronen
are cheaper in Berlin than in New York, whereas the opposite is
the case as regards French francs; therefore “Y. & Co.” in New
York ask the “Berlin bank” in Berlin to purchase Cz. Kr. 100,000
for joint account. The Berlin bank agrees to buy the kronen
provided their purchase is covered in French francs. After
securing the kronen in Berlin and the francs in New York,
Y & Co. sell the kronen in New York and the Berlin bank sells
the francs in Berlin. The entries to record the above transaction
will be as follows:
Purchase of Czecho Kronen in Berlin at 1.25
Dr Berlin bank joint a/c “their lines”....... Cz Kr 100,000
Mark position—joint account
Marks 125,000
Böhm. escompte bank (nostro) ............ Cz Kr 100,000 $1,875.00
Cr
Czecho kronen position (joint a/c) ........... Cz Kr 100,000
Berlin bank joint a/ “their lines” .............. Marks 125,000
Czecho kronen position (nostro) .............. Cz Kr 100,000
Cables bought payable—(joint account
purchases) .............................................
$1,875.00
Purchase of Francs in New York at 5.80**
Dr Berlin bank joint a/c “our lines” ......... Fcs
32,345 $1,875.00
Francs position—(nostro) .................... Fcs
32,345
Cr
Credit Parisien (nostro) .............................Fcs
32,345 $1,875.00
Francs position (joint) .............................. Fcs
32,345
New York Sells 100,000 Czecho Kronen at 2.00
Dr Czecho kronen position—(nostro)
Cz Kr 100,000
Cables bought payable (joint accounts)
$1,875.00
Cables sold receivable (joint a/c sales)
$2,000.00
Czecho kronen position—joint account .Cz Kr 100,000

Berlin bank joint a/c “our lines” .............. Cz Kr 100,000 $2,000.00
Böhm. escompte bank (nostro) .....Cz Kr 100,000 $1,875.00
Berlin Sells Francs 32,345 at 4.00
Dr Berlin bank joint a/c “their lines” ....Marks 129,380
Francs position—joint account ............ Fcs
32,345
Cr
Berlin bank joint a/c “their lines” ............ Fcs
32,345
Mark position joint a/c .................. Marks 129,380
Cr

**The amount of francs to be bought is ascertained as follows — Calculate dollar
amount needed to buy marks 125,000 at 1.50 equals $1,875.00; convert $1,875.00 into
francs at the current rate of exchange, which is 5.80, equals francs 82,345 (approxi
mately).
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If all transactions are settled the same day the entries can be
made as follows:
Berlin bank (joint a/c) “their lines” ....Cz Kr 100,000
Berlin bank (joint a/c) “our lines” ....Fcs
32,345 $1,875.00
Accounts receivable ..................................
2,000.00
Berlin bank (joint a/c) “their lines” ....Marks 129,380
1
Berlin bank joint account “their lines”.......Marks 125,000
2
Credit Parisien (nostro) .............................Fcs
32,345 $1,875.00
3
Berlin bank (joint a/c) “our lines” .......... Cz Kr 100,000 2,000.00
4
Berlin bank (joint a/c) “their lines” ......... Fr
32,345
To afford a clearer view of the various transactions, the contra entries
to the position book were omitted. In actual practice these contra entries
will be made for the totals appearing in the respective columns on the
daily record of “cables bought” and “cables sold” (entry 1 will be made
under “cables bought”; entries 2, 3 and 4 under “cables sold” on the
respective sheets.

1
2
3
4

As will be seen by reference to form 2, the foreign currencies
pair off in the debits and credits—“our lines” show a profit of
$125.00 and “their lines” a profit of Marks 4,380.00.
For the purpose of demonstration the most complicated set of
transactions was selected. As a rule the purchase of the amount
in foreign currency is subject to draft immediately and is not
included in the nostro balance of a third bank unless the party to the
joint account, which is supposed to sell the currency, acquires it
for its own use.

It must also be understood that the above entries are not made
simultaneously, as the joint account can remain long or short for
an indefinite period.
To reduce the amount of postings to general ledger control
accounts and to the position book, especially designed daily record
sheets can be installed so that all control accounts and position
sheets will contain few entries.
If a joint account is to be closed, all cable and other charges,
as well as interest items, are entered by both lines, unsettled
transactions carried forward as a balance and the resulting profit
or loss is transferred to the nostro, vostro and profit and loss
accounts. The following entries would apply to the accounts
containing the transactions described above:
Dr Berlin bank—joint a/c—“our lines”
Cr
Cable expenses
Dr Interest account
Cr
Berlin bank (joint a/c) “our lines’
Dr Berlin bank (joint a/c) “our lines”
Cr
Berlin bank—vostro
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.55
.55
115.55
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Cr

Profit and loss—joint accounts
To close the joint accounts on
“our lines” of April 30, 1919
Dr Berlin bank—nostro
Mks 2140.39
Marks position (joint account) Mks 4380.00
Cr
Marks position—nostro
Berlin bank (joint a/c) “their lines”
Profit and loss on joint accounts
To close the joint account on
“their lines” as per their letter
dated April 30, 1919, viz:
Debit bal. on a/c
Mks 4380.00
Cr. for cable charges Mks 100.00
Debit for interest

57.77
32.10

2140.39
4380.00

32.10

Mks 4280.00
Mks
.78

Mks 4280.78
Net debit balance
Less—Berlin share 50% Mks 2140.39

Our share

Mks 2140.39

Credit P & L for Mks 2140.39
at 1.50
$32.10

The entries posted to forms 1 and 2 will show that, by the above
method, a clear view of the position is furnished for the trader
and that the various transactions can be easily followed through
their successive stages on the joint ledger account.
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Treatment of Overhead when Production is
Below Normal*
By C. B. Williams

Treatment of overhead when production is below normal
is a timely subject, not only and not merely because this is a
period of sub-normal production, but because it is time that
we determined and adopted better methods of treating overhead
expense. This statement assumes that our present methods of
treating overhead are incorrect and it is my belief that, to a con
siderable extent at least, this is true.
There is an old proverb which says: “There is no great loss
without some small gain.” One gain that may be derived from
the present period of sub-normal production, one that would
accrue both to the accountant and to the business man, is the
adoption of better methods of determining costs, especially over
head costs.
The present period of sub-normal production is compelling a
searching investigation of our cost-finding methods in order to
determine how they may be adjusted to a period like this. If we
consider what is really at the bottom of this investigation, we
must come to the conclusion that our former methods of handling
costs, particularly overhead costs, have been wrong. Certainly,
a thing which is right in principle today does not become wrong
in principle tomorrow because conditions change. If in the pres
ent period of sub-normal production it is found that our method
of treating overhead will not apply, then we must assume that,
although it appeared to be correct in normal periods, it was,
nevertheless, wrong in principle.
Frequently errors in our methods do not stand out prominently
because, under conditions such as existed in the past, we obtained
fairly acceptable results from the methods we were using, in spite
of their errors. This has probably been the case in the treatment
of overhead. If we can accept this as true, the real subject of
our discussion is the proper treatment of overhead at any time.
Many business concerns and some accountants have adopted
methods such as I shall propose and therefore have no especial
problem growing out of the change in business conditions. It is
not necessary to find a new method, but rather universally to
adopt a method which has stood the test of changing conditions.
*A paper read at a regional meeting of the American Institute of Accountants,
Detroit, Michigan, April 8, 1921.
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Because the time is limited and we cannot discuss all kinds of
business, permit me to discuss this question from the standpoint
of a manufacturing business, because that business probably pre
sents the most complex problems and also because it will be the
business most prominently in our minds when we discuss overhead
distribution.
In a manufacturing enterprise we first invest capital to provide
a suitable working place and suitable machines and equipment
with which to work. As a preliminary to production, we provide
a force of superintendents, foremen and other supervisors, and
we are then ready to employ workmen and to start production.
Let us see what these expenditures mean. A suitable place
in which to work requires heat and light. It must be kept clean
and in repair. It must have the services of watchmen and jani
tors. Expenses are incurred for taxes and insurance, and the
plant depreciates. Machinery and other factory equipment con
sume power and a certain amount of supplies. They must be
kept in repair. They involve expenses for taxes, insurance and
depreciation.
Superintendents, foremen and other supervisors, who form
the nucleus of the organization, must be kept together, regardless
of the volume of production. All this means a certain outlay
which is based on the supposed normal production of the plant,
but the expense goes on at about the same rate whether the plant
produces below or above the supposed normal.
When a new enterprise is contemplated, one of the chief con
siderations is the probable volume of business. In fact, almost
every other decision depends upon this. The expected profit per
unit is based on a certain volume and, of course, this expected
profit is the difference between an expected cost and a known or
estimated selling price. In the mind of the investor, therefore,
every calculation is based on the expected normal volume of busi
ness over a period of years.
Most accountants have been in the habit of considering one
year as the proper accounting period. It many cases the account
ing period has been fixed as a single month. May I venture to
suggest that in this we have sometimes been mistaken ? Capitalists
do not invest their money and erect a manufacturing plant with
any idea that it is to be a yearly proposition. They do not invest
their money with the sole thought of getting a particular rate of
return in any one year. Rather do they look to a satisfactory
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return over a period of years; and this return is predicated as
much on the normal cost of production as on an expected selling
price.
This may be very well illustrated in the case of the establish
ment of a certain large department store, the name of which you
would recognize were I to mention it. This store was started
with the expectation that it would not show a profit for the first
three years, and a large sum was set aside to cover the losses
expected during the period in which the store was being estab
lished and a definite line of customers being obtained. Certainly,
the amount set aside to cover these expected losses indicated that
the owners were considering their investment from the standpoint
of a period of years rather than a single year. They surely would
not consider the excess of expenditures over receipts in the first
year as a loss. Rather would they consider it an investment, which
was expected to be returned in succeeding years. An accountant
would not have thought of closing the books of the concern at the
end of the first year, writing off the difference between income
and expense as a loss and showing a deficit on the balance-sheet.
We have this problem in every new concern and we commonly
set up what we call “organization expenses,” which are written
off during a period of time, the length of which may be more or
less influenced by subsequent profits. Does this not prove that
we are not entitled to consider the costs of one year independently
of the costs of other years?
If perchance you disagree with the foregoing, permit me to
give an illustration with which I am sure you cannot disagree.
In making income-tax returns, you doubtless have wished you
could find a way to make the loss of one year offset the gain of
another year. You have said that it was not fair to industry to
tax heavily a profitable year which might come between two
losing years. This has frequently been cited as one of the in
equities of the income-tax law. If you have had such an idea it
means that you have believed that a single year should not be
considered independently of other years. If the foregoing be
true about both general accounting and income-tax returns, it is
equally true about cost accounting and that particular part of cost
accounting which deals with overhead expense.
We have said that the management invests money in plant
and equipment and hires a force of supervisors and that super
vision expense goes on at about the same rate regardless of the
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volume of production. The investment is made to provide the
producing machine which, over a period of years, is expected to
give a satisfactory return on the investment. This being the
case, are we not entitled to consider overhead from the standpoint
of a reasonably long period of time, rather than from the stand
point of a single month or year?
The next question is how overhead expense should be dis
tributed to equalize it over periods of unequal production. This
can be done by using normal overhead rates. Normal overhead
rates are established by determining the expenses of a normal
period and by establishing a normal divisor for the same period.
Ordinarily, the longer the period covered, the more satisfactory
the result. The period should be long enough at least to embrace
one complete cycle of normal, below-normal and above-normal
production. The divisor can be any of several bases commonly
used for distributing overhead, such as weights, quantities, direct
labor, man hours or machine hours.
Let us assume that the business is one in which productive
man hours is a correct basis. From past records, together with
our knowledge of present and future conditions, we can deter
mine the probable hours for the period or we can use engineering
estimates. The number of hours divided into the expense would
give the rate per hour for overhead which would be applied under
normal conditions. It is, of course, necessary that a factory cost
system be in operation and that the productive hours be collected
in such classifications as would be required for overhead distri
bution purposes. The normal rates established for the depart
ments or machines could be applied to the time cards or to the
cost sheets or in any other way that might fit the cost system in
use.
In establishing normal rates we must be careful
(1) That we get a proper analysis of the expenses over a
sufficiently long period; and
(2) That we make provision for increases or decreases which
may be brought about by a change in the policy or
through a difference in market conditions; and
(3) That we establish the number of normal hours at a cor
rect figure.
“Normal hours” does not mean possible working hours. If we as
sume that the number of working days in a year is 300, excluding
Sundays and holidays, and that the working day is 8 hours, our

339

The Journal of Accountancy
possible working hours per man would be 2,400. This figure
should be reduced to allow for various interruptions which will
occur even in the best organized plants. It has been my observa
tion that about 75 per cent. to 85 per cent. of the possible work
ing hours will ordinarily be found to be normal for most indus
tries. If we assume 80 per cent. to be the correct figure, our
normal per man would be 1,920 hours a year. In a department
of 50 men this would be 96,000 hours. This figure, divided into
the normal expense of the department, would give us the rate per
hour to be used.
Someone may say: “But suppose you do not have your normal
rate correct ?” In reply I would say that I have heard of account
ants making mistakes, and it is entirely possible that they may err
in setting these rates, but that is no reason why the method should
be condemned any more than a profit and loss account should be
discontinued because sometimes it is incorrect.
We must not lose sight of the importance of recording the
actual expenses. We should make up schedules as we have always
done, showing the expenses actually incurred, but we should apply
overhead according to the normal rates, and we should present for
consideration of the management the difference between the actual
expense and the applied expense. A study of the difference be
tween the actual and the normal expense is, of course, of great
importance.
Normal rates must always be considered in the light of present
conditions. A normal rate does not mean a fixed rate. As condi
tions change, the normal will change, as, for example, an increase
in the rate of wages would change the amount of non-productive
labor in the department and thus affect the normal rate. Again,
a change in the method of processing might change the hours
required and thus affect the normal rate.
In our accounting procedure we must have an account analo
gous to a reserve, for which I might suggest the name “undis
tributed expense.” We would charge the various costs and credit
this undistributed expense account with overhead at our normal
rate per hour. We would collect for analysis purposes the regular
expense in the expense accounts and would transfer the total,
probably at the end of each month, to the debit side of the undis
tributed expense account. In a period like the present there would
be a constantly increasing debit balance in this account, and this
balance would measure the extent to which the factory operated
below its normal capacity.
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In analysis of the business, executives should consider first the
amount of profit made on the goods manufactured and sold and
then deduct the loss incurred which is due to a lack of sufficient
production, thus showing the net result of operating the plant,
which might be either profit or loss.

In periods when the plant operates above its normal capacity
the undistributed expense account would accumulate a credit
balance; but again the management should analyze its business by
first determining the profit made on manufacturing operations,
considered from a normal standpoint, and should then add to this
the profit made because the company was able to operate the plant
beyond what might reasonably have been expected.

One of the chief functions of accounting is to furnish useful
information. If we make a profit and loss statement for a year
like 1920, showing a loss of $25,000.00, how much information
does it furnish? Probably business was quite steady during the
first part of the year and gradually became poorer during the
latter part of the year. Almost without exception, executives
would ask how much of the loss was due to a slump in business.
How often you have wished you could answer that question, and
yet how easily it could have been answered if the costs had been
kept on a normal basis. Then, instead of saying the loss was
$25,000.00, you could say the profit on the business which was
done was $40,000.00, but the loss due to the falling off of business
was $65,000.00, the net result being a loss of $25,000.00.
In a good year we might show a profit on the business done as
$80,000.00, to which should be added $45,000.00, because we
operated our producing machine beyond its normal capacity, the
net result in this case being a profit of $125,000.00. This view
point is a fair and reasonable one, in the interest of both the
manufacturer and the public. The public should always be willing
to pay a price based on normal working conditions. If the plant
operates below its normal capacity, the public is quite willing that
the management should bear the loss. It should likewise be en
tirely willing that the management should obtain the extra profit
due to operating the plant beyond normal. This is in the public
interest, because, if we pursue a policy during periods of depression
that will force the financially weaker concerns into bankruptcy, we
shall thereby eliminate the healthy competition which stabilizes
prices in normal times.
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Another advantage in treating overhead in this way is that it
gives the management some idea of the amount of loss which
might be eliminated by increasing the volume of business. Under
older methods of accounting the manufacturer was at his wits’
end to know what to do to safeguard his interests when business
could not be readily obtained. In spite of the accountant’s con
tention that all the expense incurred was a proper charge to his
costs, he realized that if he attempted to raise prices it would only
result in a further loss of business because the public would not
buy at the increased price. Therefore, if he did anything, he
arbitrarily lowered his price in the hope of getting business, with
out having any idea what the correct price should be or what the
effect would be on his financial showing. Under the method of
establishing normal rates, he is able to know exactly what the
public ought to pay for his goods and exactly what he loses
because he is not turning out a sufficient volume. From an
analysis of his costs he can tell how much he can lower prices in
order to get an increased volume of business and thus absorb
some of his overhead expense. Also because he has exact knowl
edge about the loss which he suffers, he is more apt to analyze
factory conditions and to decide at what points economies may be
effected.
I venture even to suggest that in some industries part of the
undistributed overhead expense at the close of a year, if it can be
shown to be due entirely to a lack of business, could, with propri
ety, be carried forward into succeeding years to be absorbed during
periods of full production. This would be especially true if the
business were one which expected to have varying volumes of
production in different years. In such a case the normal pro
ductive hours should be established at a figure which would be an
average for several years. In making a report, this undistributed
expense should be shown as a deferred charge and be fully ex
plained in the balance-sheet, so that no one could be misled.
Some may contend that this is not a conservative policy. Is
it not better to be right than to be conservative? The mere sug
gestion that a certain way is a more conservative way implies
that there is an unknown quantity and that, not knowing the right
thing to do, we are trying to play safe.
The foregoing is submitted as a basis for discussion. There
are always right and wrong ways of doing a thing. Through
analysis and study of these ways and through discussion and the
conflict of opinion we determine the right way.
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Reconstruction of Railroad Property*
By W. W. Vincent
It is quite generally known that accounts of railroads and other
transportation companies are kept in accordance with rules and
regulations prescribed by the interstate commerce commission.
These rules and regulations are issued by the commission in
pamphlet form and explain fully how each item of revenue, ex
pense and capital addition should be credited and charged. The
pamphlet relating to capital additions, which is technically known
as Classification of Investment in Road and Equipment, contains
under the caption of “Reconstruction of Road Purchased,” the
following:
“When a road is purchased and the fixed improvements ac
quired are in such a physical condition that it is necessary sub
stantially to rebuild the road in order to bring it up to the standard
required by the carrier, the cost of such rebuilding shall be
charged to this account.”
A footnote to this paragraph instructs that when the work of
reconstruction is completed, the cost thereof shall be transferred
from this account to other appropriate primary accounts of the
classification.
A situation such as here described usually arises when a rail
road is purchased at foreclosure sale, though it is not confined
to such cases.
The difficulties to be encountered in properly accounting for
the expenditures of a railroad property which is being recon
structed lie in the differentiation between ordinary maintenance
expenses (profit and loss items) and expenditures of rehabilita
tion (property items). Because a large part of such expenditures
is so closely related and the work often performed simultaneously
by the same gangs of workmen, it becomes necessary to allocate
the charges more or less arbitrarily. For this reason, it becomes
essential that the accounting instructions and records be carefully
considered and the subsequent reports closely scrutinized to see
that the latter are prepared in accordance with the instructions.
In any large comprehensive plan of reconstruction, such as is
here contemplated, the company will find it necessary or con* A thesis presented at the November, 1920, examinations of the American Institute
of Accountants.

343

The Journal of Accountancy

venient to make new additions or betterments to the property,
so that expenditures will require segregation into four primary
groups, as follows:

(a) Additions and betterments, to which should be charged
the cost of new additional facilities and structures not replacing
facilities and structures which existed prior to acquisition of
the property.
(b) Rehabilitation of road, to which should be charged the
cost of replacement and restoration of roadway and structures to
an efficient standard of operation.
(c) Rehabilitation of equipment, to which should be charged
the cost of heavy repairs to equipment acquired with the property
to restore it to an efficient standard and also the cost of convert
ing such equipment from one class to another.
(d) Operating expenses, to which should be charged expen
ditures equivalent to those which would be required for the
upkeep of the road under normal conditions or, in other words,
the maintenance requirements to keep the road in first-class oper
ating condition.
The proper allocation of the expenditures applicable to addi
tions and betterments will, perhaps, present few difficulties, inas
much as the work will be performed apart from the work of
reconstruction. Therefore, this paper will be restricted to a
brief discussion of some of the more vexing problems arising
from the segregation of rehabilitation expenditures from those
of ordinary maintenance and upkeep.
Usually, the first step (a requirement of the interstate com
merce commission) is the preparation of a comprehensive state
ment (budget) of the estimated amount necessary to reconstruct
the property. This budget is followed by work orders covering
specific jobs which should be prepared in such a manner as to
show full particulars of the work to be undertaken, the location,
estimated cost divided between labor and material and the distri
bution of such cost between maintenance, rehabilitation and addi
tions and betterments. These distributions should be carefully
scrutinized by the accountant because operating officers by whom
the work orders are prepared find it difficult to forego the temp
tation to undercharge maintenance and thereby temporarily to
make good operating records at the expense of rehabilitation.

Rehabilitation of Road
Road work may be performed by special gangs of men or by
an augmented section force or by both. In the first case, the
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men would be assigned to rehabilitation work specifically and,
accordingly, there would be little difficulty in properly account
ing for the labor and material expended, but, when the work is
performed by section forces, the allocation of the expenditures as
between rehabilitation and maintenance is made by charging the
former with the wages of the force employed in excess of the
normal force required properly to maintain the road under normal
operating conditions, on the principle that such excess is required
to make good the deficiency in the ordinary maintenance of the
road prior to date of acquisition. As section foremen could not
be expected to perform any complicated accounting work, the
more practicable way to achieve this result would be to make the
allocation in the head or division office by reducing the amount
of the foremen’s labor distribution reports by the percentage
which the excess over the normal force bears to the entire force
employed, each section being treated separately. The reduction
thus determined should be charged to rehabilitation and the bal
ance, representing the expense of the normal force, to operat
ing expenses.
The proportion of cost of tie renewals is computed by charg
ing rehabilitation with the percentage of excess of the estimated
tie renewals required to bring the property up to a normal stand
ard over the estimated renewals under normal conditions. The
latter figure is obtainable by ascertaining from the records the
number and kind of ties in the track and their estimated life.
All labor and material expended in widening cuts and fills,
protection of banks, grade revision and change of line and bal
lasting on a comprehensive scale, when undertaken as part of
the rehabilitation plan, that is, to bring the property up to a
certain standard of efficiency, are chargeable to rehabilitation.
Likewise, all expenditures for replacements and general over
hauling of structures, such as bridges, trestles and culverts, station
buildings and fixtures, and also relaying rails and fastenings, re
placing frogs and switches and heavy repairs to right-of-way
fences, interlocking and signal apparatus and telegraph and tele
phone lines, as well as the cost of reconstruction or enlargement
of existing terminal yards and facilities, are chargeable to re
habilitation. The cost of ordinary repairs and upkeep of these
structures and facilities should be charged to operating expenses;
and care should be taken to insure that proper credit is made for
the scrap or other value of material released in rehabilitation work.
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When a large quantity of gravel or rock is required for bal
lasting the company may operate its own gravel pits or quarries,
and in such event it will be found desirable to open a ledger
account with each pit or quarry, to which should be charged
(a) the cost of the land in excess of its estimated value after the
gravel, stone or other material has been removed, (b) the cost
of clearing and stripping the land, (c) the cost in excess of
salvage value of rails, ties and other materials used in construct
ing tracks to and in the gravel pit or quarry and (d) the cost of
labor and train service employed in producing and loading the
material. Having the costs as thus ascertained and knowing the
estimated quantity of ballast to be removed from the pit or
quarry, the cost per yard of the quantity produced monthly is
easily ascertained. To this cost should be added, of course, the
cost of transportation from the pit to the place where it is to be
used and the cost of putting the material under the tracks.
Ballast is transported generally by the company’s own work
trains and, as the interstate commerce commission recognizes
the propriety of including as a charge to capital additions a “fair
allowance representing the expense to the carrier of such trans
portation in transportation service trains over the carrier’s own
line,” it would appear that, in addition to the actual cost of oper
ating work trains, including supplies and maintenance of equip
ment in work-train service, the company should charge against
this service a fair rental for the equipment in this service, such
rental being sufficient to cover depreciation and interest on the
value of equipment employed.
Rehabilitation of Equipment
Expenditures for repairs and reconstruction of equipment
should be apportioned between rehabilitation and operating ex
penses, as follows:

1. All repairs due to accidents which occurred prior to the
date of acquisition by the new company should be charged to
rehabilitation of equipment under the appropriate subdivisions of
locomotives, freight cars, passenger cars, work equipment, etc.,
and all such repairs due to accidents since that date should, of
course, be taken up in operating expenses.
2. All minor repairs to equipment which has made mileage
subsequent to date of acquisition by the new company should be
charged to operating expenses. To avoid confusion as to what
should be regarded as minor repairs, it will be found advisable
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to set a minimum charge to rehabilitation, such as, for example,
the expenditure at one shopping of, say, $100.00 on locomotives,
$50.00 on passenger cars, $25.00 on freight cars.
3. All expenditures, regardless of amount, for repairs and
rehabilitation of equipment which has made no mileage since date
of acquisition by the new company should be charged to rehabili
tation of equipment.
4. All expenditures in excess of the minimums established by
the company for repairs and rehabilitation of equipment, which
has made mileage since date of acquisition by the new company,
should be apportioned between rehabilitation and operating ex
penses on the basis of the relative mileage made by the individual
piece of equipment in each period (before and after acquisition)
since the date of the last repairs of the same class. The propor
tion thus determined for the period prior to date of acquisition
should be charged to the appropriate equipment account under
rehabilitation of equipment and the proportion determined for
the period subsequent thereto should be charged to operating
expenses.
5. Expenditures in converting equipment from one class to
another, such as the conversion of freight cars into work equip
ment, passenger cars into business cars, cabooses, etc., appear to
be proper charges to rehabilitation, on the supposition that, in
those cases in which such equipment has been in service since
date of acquisition by the present owning company, provision has
been made for the ordinary running repairs by a charge to oper
ating expenses.
It should here be said that work orders or other documents
authorizing expenditures for rehabilitation of equipment should
record the individual numbers of the locomotives or cars to be
overhauled and the expenditures should be reported and recorded
accordingly, so that data necessary for insurance purposes, the
proper calculation of depreciation, etc., may be available.
The books in the accounting department should record the
particulars of each work order and the expenditures against it.
A convenient form is a loose-leaf, punched for binding, with
space at the top for particulars of the work to be performed as
shown on the work order and the amount authorized therefor.
Following this, space should be provided for subsequently re
cording the expenditures chargeable to each of the three primary
accounts, viz., additions and betterments, rehabilitation and oper
ating expenses. These charges, under each caption, should show
in parallel columns (1) labor and (2) material and other items.
It need hardly be said that space should be provided in the form
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for showing references to documents—journal entries, material
and labor distributions, etc.—from which the entries are posted.
Some companies, in accounting for the monthly expenditures,
adopt the conservative policy of first absorbing that portion of
the work chargeable to operating expenses and thereafter taking
up the portion to be capitalized. Other companies apportion the
monthly expenditures between capital and operating expenses on
the basis of the relative proportion of the estimated cost of
the work.
As stated at the outset, the interstate commerce commission
requires that upon completion of the rehabilitation work the
entire cost thereof be transferred from the account “reconstruc
tion of road purchased” to the other appropriate primary accounts
of the Classification of Investment in Road and Equipment, and
this requirement of the commission should not be overlooked in
the accounting instructions.
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Overturn Sales Tax on Commodities*
By B. S. Orcutt
There is a great deal of underbrush to be cleared away before
the outlines of a sound and sane overturn sales tax can be clearly
discerned. The advocates of a sales tax do not, unfortunately,
all talk the same language, and the opponents of any uniform
overturn tax joyfully jumble all the divergent views advanced
into a straw-man of their own conception and then proceed to try
to set it on fire. But it won’t burn. Part of it is non-inflammable.
This non-inflammable material in the straw-man is the suggestion
for a tax at each step in the sale of commodities by any one to
any one.
By commodities I mean just what the dictionary says—“goods,
wares, merchandise, produce of land and manufactures.”
By a tax at each step in the sale of commodities, I do not mean
a tax on the gross receipts of everybody engaged in any activity.
I mean a tax so levied that the vendor of commodities shall be
come the collector of a tax measured by the price agreed upon
with the purchaser and compulsorily passed on to the purchaser
by means of a special charge, as a tax, specifically billed as such,
on the invoice rendered to the purchaser.
To approach the situation in the middle, I mean that if John
Smith is a manufacturer of overalls, he must buy his cloth, his
thread, his buttons, his buckles, his drill, from various people who
manufacture these things. He buys 1,000 yards of denim from
John Doe at 30 cents a yard. The bill is $300, plus, at 1 per cent.,
$3 tax collected from Smith by Doe and turned over to the gov
ernment by Doe. He buys 10 gross of buttons from John Jones
for $8. The bill is $8 plus $.08 tax. He buys from John White
a gross of buckles for $2. The bill is $2 plus $.02 tax. He buys
from John Green x spools of pocket drill for $15. The bill is
$15 plus $.15 tax. He buys from John Brown x spools of thread
for $7. The bill is $7 plus $.07 tax.

Tax is Levied on Purchases
The total cost of material for a gross of overalls is then
$335.32, of which $332 is the invoiced cost of material and $3.32
is the invoiced tax collected by the vendors of cloth, thread, but
tons, buckles and drill, and turned over to the government.
*An address delivered at a meeting of the New York State Society of Certified
Public Accountants, April 11, 1921.
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John Smith goes about his business of manufacture in the
confidence that he bought this material at the best possible price
and that every competitor has paid the same tax rate on material.
Smith sells his gross of overalls for $864, or $6 each. He bills
the overalls to the retailer at $864 plus $8.64, or a total of $872.64,
of which Smith acts as government collector of $8.64.
The tax on Smith has been $3.32, if there was any tax at all.
It has been a consumption tax pure and simple, measured by the
amount of his purchases, not of his sales. Every competitor has
been obliged to pay approximately the same tax, varied slightly
by his skill or luck in buying. The tax has gone into the cost of
goods, as has labor, freight and overhead. Smith and his competi
tors have each been obliged to make their sales prices irrespective
of their obligations to collect a tax, and what they do collect goes
to the government and is not a percentage paid by them on their
gross receipts.
Before the materials got to Smith a similar tax was paid on
previous processes and was all included in the $3.32 that Smith
paid. When the manufactured product leaves Smith, the retailer
pays the tax of $8.64, or $.06 on each garment. When the re
tailer sells to the poor, downtrodden laboring man at $8 a garment,
the tax becomes $.08. It doesn’t interest me particularly whether
the retailer collects the $.08 tax from the eventual consumer or
absorbs it himself. My object is to make it a consumption tax
all the way down the line to the retailer, and to consider it as
nothing in the world except a consumption tax.
The words “consumption tax” sound fearsome to the poli
tician, who still talks glibly about the tariff. The tariff tax is a
consumption tax pure and simple when applied to articles not
produced in this country. It is, like the excess-profits tax, a con
sumption tax plus, when applied to articles that are produced in
this country. All the present miscellaneous sales taxes are con
sumption taxes.
There “ain’t no sech animal” as a tax that nobody pays. A
proper consumption tax is a tax that is passed on to the final
consumer exactly as it is levied, not augmented many times like
the excess-profits tax, and not absorbed by business like the imag
inary tax that sends shivers down the spines of unduly alarmed
middlemen.
Now all this is different from a retail sales tax like the present
tax on jewelry or luxuries or ice cream. It is different from a
350

Overturn Sales Tax on Commodities
tax on gross receipts that may be absorbed or pyramided at the
option of the dealer. It is different from a tax on services or on
the transfer of capital assets. It does not conflict with the long
established special excise taxes on tobacco and spirits, with the
stamp taxes on documents or with the income tax.

Relation to Other Taxes
A tax on overturn sales of commodities cannot be a direct
substitute for the excess-profits tax. The two taxes are not com
parable except in the one feature of being an ultimate cost to the
consumer, for, of course, without profits derived from the con
sumer, there is no excess-profits tax. Abolition of the excess
profits tax involves readjustment of surtaxes and of corporate
normal tax to bring about equality between stockholders and non
stockholders. This is a problem by itself that would be as much
a problem were there no tax other than the income tax.
Conversely, the clash between special consumption taxes and
a general consumption tax would still exist were there no income
tax and were all revenues derived from consumption taxes.
As a matter of fact, practical considerations make necessary
not only an income tax and a consumption tax, but also certain
privilege taxes, which again are in a class by themselves. The
problem with respect to classes of taxation is to make them bal
ance properly.
There are now special consumption taxes on some 100 differ
ent articles, laid at different rates and collected by various methods.
The resulting confusion is endless, the leakage is unknown, and
in many cases the revenue derived is negligible and the cost of
collection excessive. Some of these taxes are levied on the
producer and some on the consumer.
In neither class is there any rhyme, reason, coordination or
guiding principle in the selection of the articles taxed or in the
rate exacted. Admittedly, the entire scheme was an emergency
recourse and is illogical, unfair, absurd and administratively
chaotic as a permanent basis of taxation.
In practice, the dispenser of an ice-cream soda sets a price of
say fifteen cents for the article and then collects the tax of two
cents from the consumer. All consumers pay that two cents. It
does not enter into the overhead or the expense of conducting the
business. It is a tax that “runs with the goods.” The element
of competition between dispensers is eliminated so far as the tax
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is concerned. One dealer may use a larger glass than his com
petitor, or he may use a more expensive syrup, or he may charge
13 cents instead of 15 cents for his concoction, but the tax remains
constant at the rate established by law. It is paid without rela
tion to his income. The competition between himself and his
neighbor remains just as it would be were there no tax.
What can be done with one article on one sale can be done
with many articles on many sales. What can be done with an
excise tax on ice-cream soda sold to me, or with a tariff tax on
coffee, can be done with any article sold by anybody to anybody,
and it can be done much more simply and efficiently and justly.
Assume that all these irrationally unrelated, irregular, pestif
erous, specially-selected excise taxes were wiped out and a gen
eral tax of, say, 1 per cent. were levied on all overturns from the
producer to the consumer, with the special and distinct proviso
that the tax is in addition to the sale price and is to be so invoiced
on the bill. How can such a general tax have any influence on
competition or be inflated to consumers or work any injustice as
between one producer and another or as between one consumer
and another?
With compulsory invoicing of the tax, all the labored argu
ments as to percentage charge against net income fall to the
ground and the carefully worked-out tables to prove an imaginary
point become a joke.

Simplicity of Administration
Nobody has the effrontery at any place or any time to say that
there should be no sales taxes. The opponents of a general com
modities overturn tax not only admit the necessity of a sales tax
in some form, but they urge additions to the present long list of
special sales taxes. In the same breath they gasp with horror at
the idea of a consumption tax; they nearly strangle over the
thought that the consumption tax is not a consumption tax at all
but a tax on capital; they see endless confusion in determining
gross receipts, and extreme simplicity in determining net income,
although net income can be derived only from gross receipts.
The very first line on the working schedule of every incometax blank—corporate, partnership, individual, fiduciary—calls
for a statement of gross sales. The entire return from any
mercantile or manufacturing operation is built up on that line.
If the result set forth in that line is wrong, the whole complicated
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structure that follows must be wrong. All that is necessary for
the collection of an overturn sales tax is that one line.
There is no suggestion anywhere to abolish the income tax.
The income tax cannot be collected without that one line on the
return. How a dealer can so confuse his books as to make that
line false for the overturn tax and fool-proof for the income tax
is entirely beyond my imagination.
Useless Personal Bickerings
It is unfortunate that advocates of a sales tax have allowed
themselves at times to display peevishness. Because Professor
Adams and Professor Seligman and Professor Montgomery op
pose a sales tax, some of the sales-tax proponents allege that the
committees of congress and the treasury department are under the
hypnotism of Dr. Adams, a doctrinaire; that every audience is
swayed by the eloquence of Professor Seligman, a theorist; or
that all accountants are opposed to simplification of the law in
order that Colonel Montgomery may be “soaked” for an outrageous
income tax. My observation and experience has been that ac
countants have unselfishly and consistently worked for simpli
fication.
This does not blind me—a theorist only myself—to the equal
injustice of Colonel Montgomery’s charge that advocates of an
overturn tax are those “whose knowledge of taxation is limited and
who are concerned solely in selfish attempt to pass their burden
on to others less able to pay.” It does not justify Congressman
Frear’s accusations that because Otto H. Kahn “wabbled and
wavered” over the subject of an overturn tax, his final decision
in its favor was influenced by selfish motives.
All these pin-prickings are unworthy in a discussion of a big,
elemental, vital question that concerns the welfare of every resi
dent of the United States, and therefore of the United States
itself. Why not get down to brass tacks?

Sales Taxes as They Are
To get back, therefore, to the same brass tacks: if a druggist
can compete with a fellow druggist in the sale of Pluto water at
40 cents a bottle while compelling me to pay for a two-cent stamp
as a tax, there is no reason why every dealer in every article of
commerce cannot be made to collect a tax on his sales in the same
manner. The main difference is that where goods are sold in
bulk, as must be the case down to the retailer, the sales sheets
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must show the transactions entire, and the invoice should be
made to show the transactions with respect to each purchaser.
There is nothing to force the druggist to sell the stamp to me. If
he was not afraid I would peach, he might let me have the Pluto
water for 40 cents and forget the 2-cent stamp. In the general
process of distribution in bulk this forgetfulness could not be.
Dr. Adams, while admitting the difficulty of administration
of special taxes on medicinal articles, fountain drinks and “lux
uries,” and even urging their repeal, still insists on the superiority
of special taxes on selected articles of general consumption in
preference to a general tax on all articles of consumption. Much
as I respect Dr. Adams, I must differ from him. It is one of the
annoying weaknesses of the present hodge-podge of sales taxes
that no force of treasury employees can ever check up the tax
properly. The constantly reiterated assertion of Dr. Adams that
a simple, omnibus overturn tax would impose added confusion on
top of a present confusion which it is intended to abolish is one
of those things no fellow can understand.
Another of Dr. Adams’s obsessions is that an overturn tax
would favor large multiple-process concns as opposed to a
series of single-process concerns. As against Dr. Adams’s theory
I would give far greater weight to the testimony of practical busi
ness men. Charles E. Lord, one of the largest cotton manufac
turers in the United States, ought to know something about his
own business.
The Phantasma of Monopoly
Mr. Lord finds that in the case of single-process textile con
cerns whose completed product reaches the consumer at, say,
$4.50, the combined tax from that on the raw cotton handled
twice (by grower and factor), on the spinning, the dyeing, the
weaving, the jobbing and the retailing is 12 2-5 cents, or less than
3 per cent. of the consumer’s price. In the case of the single
process concern the saving in tax would be about one cent, or
less than 1-3 of 1 per cent. on the final price.
In the case of the wood pulp industry the total competitive
difference between a large organization owning its mines and
forests, making its own chemicals and carrying on every process
up to the finished paper, and single-process concerns buying wood
pulp and manufacturing paper is only about ⅞ of 1 per cent.
Similar figures are reached in other lines of business which have
been examined.
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Practical considerations like these ought to lay the ghost of
monopoly fostered by encouragement of combinations through
an overturn tax.
Another bugaboo is the newsboy, the corner fruit man, the
small farmer. How, it is asked, are you going to keep tabs on
them? It is not necessary. It is proposed to differentiate this
overturn tax, which is intended to be practical, from impractical
taxes like some of those now on the statute books. That can be
done by relieving from responsibility, as collectors of the tax,
vendors who do not sell more than $500 worth of goods in a
month or $6,000 in a year. If the poor newsboy or small trades
man has an overturn of $500 or more in a month, it is high time
that some method be found to force him to keep track of his busi
ness by keeping at least a cashbook. It is safe to say that the
resultant benefit to him would be far greater than the cost to him
of the tax. As for the poor farmer who sells less than $6,000 of
produce in a year, it is difficult to feel deep sympathy for the
hardship of the tax on him. He not only should, but I venture
freely to say that he would, get the same price for his wheat as
his neighbor who sold $10,000 worth. The only difference is that
he would not have to turn in to the government the 1 per cent.
collected from the elevator company.

The Real Question Involved
Another screen of underbrush has been cultivated by advocates
of a sales tax who talk about it as a substitute for the excess
profits tax. It is nothing of the kind. It cannot be, in the very
nature of things. In so far as an overturn tax, by an equitable
and systematic distribution of the consumption-tax burden, could
without injustice produce more net revenue than is produced by
the present chaotic sales taxes which it is designed to replace, it
would relieve the income-tax situation.
The excess-profits tax is really nothing more nor less than a
surtax on corporations, balancing roughly the surtax on individ
uals. Both the excess-profits tax and the individual surtaxes are
higher than their productivity point. General consensus now ap
pears to be that 32 per cent. or 33 per cent. is about the maximum
productivity point of individual surtaxes. The problem with
respect to corporation taxes is to find the corresponding point and
method. It is an entirely different story. It has nothing to do
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with an overturn sales tax, except as rates of income tax may be
adjusted to the productivity of the sales tax.
The real question with respect to the overturn tax is whether
or not it would be more simple, more just, more easily admin
istered, more productive than the present chaotic sales taxes—
with prospect of additional chaos and added injustice following
an addition to the list of arbitrary levies. To that I can see only
one answer—Yes.
It would provide a base for a large portion of the government
revenue more tangible than profits and income; not a base neces
sarily larger than the present base of special-sales taxes, aug
mented by still more special taxes, but a base firmly determined
in equity to all.
It would rest fairly as between citizens. The one who spends
the most would pay the most in this particular tax.
It would not be a sp
ecial tax on the man who must buy medi
cine for his children or on the stenographer who buys an ice
cream soda for her luncheon.
It would encourage thrift instead of waste.
It could not increase the price of commodities beyond the
amount of the tax itself.
It would be simple in collection and in auditing for both gov
ernment and taxpayer—or more properly, in the latter case, the
drafted tax collector.
It would bring the collection of a substantial part of the
revenue up to date.
It would be sure in its incidence, simple in its application,
economical in its collection, and would have all the attributes of
just taxation.
When this base has been supplied, you can adjust your indi
vidual and corporate income-tax rates to fit the situation and
maintain the proper balance.

356

Accounting for the Nail and Tack Industry*
By George N. Descoteaux

Among the accounting necessities of the nail and tack industry,
the one which stands out pre-eminently is that of a cost system or
plan for accurate cost finding. The wide variety in kinds and
sizes of the product renders any rule-of-thumb methods entirely
inadequate for intelligently fixing selling prices in advance of sale
or for furnishing bids on contracts. In order to determine the
price at which each size and style of the product should be sold,
the costs must be built up for each style of head, length and kind
of nail or tack produced; and this can be done only where trust
worthy information is available. Trustworthy information as to
costs by departments and accurate records covering the elements
by which costs are applied can be obtained only where a definite
plan is followed. Such a plan requires a careful analysis of pur
chases of materials, labor and expenses, in order properly to dis
tribute these items so far as they apply directly to the various de
partments. Accurate records must be kept of the weight of the
product at certain stages and of the operating hours of the cut
ting machines, because weight and machine hours provide the
means by which costs may be applied to individual styles and sizes
of nails and tacks.
In order to show this need for a cost-finding plan it will be
necessary to describe in some detail the various manufacturing
departments and operations of a nail and tack factory. This de
scription will serve to bring out many of the peculiarities and
problems encountered in the finding of costs in the industry.
The factory which has been selected to serve as a basis for
this description is one which is engaged principally in the manu
facture of iron and brass nails and tacks.
Such a factory would ordinarily be departmentalized some
what as follows:
Receiving and storing.
Pickling (iron only).
Gauging.
Chopping.
* A thesis presented at the November, 1920, examinations of the American Institute
of Accountants.
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Cutting.
Polishing.
Sifting.
Applying finish (blueing, etc.).
Assorting.
Packing.

The principal raw materials are iron and brass, which are
purchased from rolling mills in plates of various sizes and gauges.
When the plate is unloaded from the cars in which it was shipped
from the rolling mills, it is piled in storerooms, each gauge and
size being kept in a separate pile. This arrangement makes it pos
sible to verify the inventory of the various gauges of iron and
brass plates on hand at any time with a minimum of effort, as it
is necessary only to measure the height of each pile of plate. If,
in addition to piling the plates of each gauge and size separately,
permanent measurements be painted on the walls indicating the
height in feet and inches, the sum total of the heights of piles of
a given size can be obtained without even the necessity of measur
ing them. Having ascertained the total height of each pile of
plate, the weight of each pile can readily be computed by multi
plying the height by the weight per vertical foot of each particular
size. This method of inventorying plate is so simple and expedi
tious that a monthly inventory, by which to verify the records of
the amount of iron plate sent to the pickling department and the
amount of brass plate sent to the gauging department during the
month, can be quickly and accurately obtained. The labor and
expenses incidental to handling the plate are included in the
overhead expense.
In the pickling department the iron plates are placed in metal
baskets having separators to keep the plates apart so as to permit
the solution to come in contact with the entire surface of each
plate. These baskets are then immersed successively in three sepa
rate tanks. The first tank contains vitriol which removes the scale
and rust. The second tank contains water which flushes the plates.
The third contains a lime solution which neutralizes the vitriol
and reduces wear on cutting and forming tools. After the plates
have gone through the lime solution the baskets are moved into a
drying room. After the plate is dried it is weighed and sent to the
gauging department. The costs applied here are those of labor,
supplies and overhead expense applicable to this department.
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The cost of pickling the plate per hundredweight varies with
the gauge. The lighter the gauge—that is the thinner the plate—
the more plate surface per hundredweight. Where various sizes
and gauges are pickled during the month, the pickling cost per
hundredweight of each size and gauge may be determined as
follows:
First, the operating cost of the department is divided by the
total area of the surface pickled in order to ascertain the surface
cost.
Second, the surface area per hundredweight of each size and
gauge is multiplied by the average surface cost.
In the gauging department, iron plate and brass plate are
gauged and sorted into piles according to gauges ready for the
choppers. The costs in this department are labor and overhead
expense. The gauging department cost varies for each gauge
because each gauge has a different number of plates per hundred
weight.
When plates of various gauges are handled in this department
during the month, the cost per hundredweight of each gauge can
be determined as follows:
The cost of operating the department is divided by the number
of plates gauged and the result is multiplied by the number of
plates in a hundred pounds of each gauge.
In the chopping department the plates are chopped into strips.
These strips vary in width for each size and length of nail or
tack to be manufactured. After chopping, these strips are piled
or bundled by widths and gauges ready for the cutters. The costs
applied here are labor and overhead expense. The chopping de
partment cost varies by gauges for the same reason that has
already been mentioned in discussing the cost of the gauging
department and may be determined in a similar manner.
In the cutting department the strips which have come from
the chopping room are fed into machines which cut and shape the
nails and tacks. The elements of cost applied here are labor and
overhead expense. The labor cost consists entirely of wages paid
to the tackmakers and their assistants. These wages are based
either on the product at piece rates per hundred thousand nails or
tacks or at day rates. In determining either day or piece rates
consideration must be given to the wide difference in the pro
duction of the various kinds and sizes of product of tack-making
machines. This difference results from two factors, namely, the
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differences in the cutting speeds of the machines themselves and
the differences in the sizes of the nails or tacks being cut. For
example, a machine making large sizes produces more pounds in
a given amount of time than a machine making small sizes, al
though it is operating at a lower rate of speed.
Labor costs, either at piece rates or at day rates, are therefore
lower per hundredweight on large sizes than on small sizes. When
the product is paid for on the basis of established schedules of
piece rates, the labor cost of cutting any size per hundredweight
can be ascertained readily. When the product is paid for at day
rates, the cutting cost per hundredweight of each size and kind
can be determined by first finding the average labor cutting cost
per machine hour and then determining the time consumed in cut
ting a hundredweight of each size and kind. After these facts
have been ascertained, the labor cost of each size and kind may be
easily determined.
Whether labor is paid for at piece rates or day rates, the weight
of the daily product of the department is recorded. This record,
which consists of an analysis of the product of each tackmaker,
is kept by the weighing clerk. Where piece rates are used the
tackmaker also keeps a daily record of the weight of his product
to enable him to make up his monthly or weekly “pay bill.” After
the bills have been verified from the factory weighing clerk’s
record, the amount of advances, if any, made to the tackmakers
are deducted and the balances are paid to them. Where day rates
are used there is no necessity for the tackmaker to keep a record
of his production.
The average overhead expense of the cutting department is
determined by dividing the total expense of the department by the
total number of operating machine hours. This average machine
hour cost may be applied to each size and kind of nail or tack,
after determining the time consumed in cutting a hundredweight
of each size and kind. On leaving the cutting department the nails
or tacks are sent to the polishing department, sifting department,
assorting department or direct to the packing department, accord
ing to the treatment the product requires.
In the polishing department the nails and tacks are polished
in revolving drums. The elements of cost applied here are labor,
supplies and overhead expense. The cost is determined by divid
ing the cost of operating this department by the number of pounds
of nails and tacks polished. After being polished the nails or tacks
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are sent either to the sifting department or directly to the packing
department, the destination depending on the particular kind or
style of product.
In the sifting department the defective nails and tacks are
eliminated by means of mechanical sifters. The product is then
sent to the finishing department, assorting department or packing
department. The elements of cost applied in the sifting depart
ment are labor and overhead expense; and the sifting-department
cost is determined in the same manner as that adopted in the
polishing department.
Applying finish consists of japanning, tinning, blueing, etc.
The elements of cost are labor, supplies and overhead expense.
This cost is also determined in the same manner as are the costs
of the polishing department and sifting department.
In the assorting department certain kinds of nails or tacks are
hand picked to discover any imperfect nails or tacks which have
not been eliminated by the mechanical sifters; and after being
assorted they are sent to the packing department. The elements
of cost applied here are labor and overhead expense. The cost is
determined as in the polishing department.
In the packing department the product is weighed and packed
in a variety of containers, including boxes, kegs, cartons and
paper wrappers. The elements of cost applied here are the con
tainer, labor, supplies and overhead expense. The costs of the
container and supplies are readily ascertainable. Labor for pack
ing small packages as differentiated from bulk packing is gener
ally paid at piece-rate prices per hundred packages. Where the
product is paid for on the basis of established schedules of piece
rates, the labor cost of packing per hundredweight of each size
and kind can be readily ascertained. Overhead expense may be
applied on a weight basis. After the product is packed it is sent
to the storeroom.
Having sketched very briefly the course of the product
through the factory and having called attention incidentally to
some of the accounting problems encountered, there remain for
consideration some further matters peculiar to accounting in this
industry. The method of distributing general overhead expense
among the various departments and the method of accounting for
waste present some interesting features.
Overhead expense so far as possible should be applied directly
to the various departments. The greater part, however, of the
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overhead expense is not incurred by any particular department
and must be distributed on some equitable basis. Such expenses
can often be grouped to reduce the number of items to be thus
apportioned.
Under the general classification of rent, heat, etc., should be
included expenses of an allied nature, such as depreciation, repairs
and insurance on buildings, local taxes on buildings and heat.
This division of expense may be apportioned to each department
on the basis of floor space. In like manner items applicable to
machinery, such as depreciation, insurance and local taxes on
machinery, can be apportioned to each department on the basis of
the investment value of the machinery in each department.
Under power should be included all expenses necessary to its
production; and records should be kept of the horsepower pro
duced by the power plant. These records will furnish the basis
for the distribution of the horsepower cost to the several depart
ments. The horsepower cost may be apportioned to the several
departments by determining the horsepower required to operate
each department. Where the power is furnished by electric motors
the installation of a meter in each department will provide the
information necessary for finding the cost of power.
It has been found most equitable to distribute such items of
overhead expense as general factory superintendence, expense
labor and sundry factory expense on the basis of “operating cut
ting machine hours,” because the total product passes through the
tack machine. The method by which the cost of such items can
be applied to each size and kind of nail and tack manufactured has
already been explained in discussion of the cutting department.
There remains the element of waste which is deserving of
special consideration. Many tests have proved that it takes vary
ing weights of plate in excess of 100 pounds to make 100 pounds
of finished nails or tacks. The waste occurs in part in each de
partment and may be either invisible or visible in its nature.
The pickling department furnishes a particularly notable ex
ample of invisible waste that is caused by the action of the vitriol
which removes iron scale and rust from the plate. In the cutting
department the visible waste consists mainly of the ends of
chopped strips of plate held by the feeder clamps. It is necessary
to determine the amount of waste which occurs in each depart
ment, as this information is needed to compute the cost of fin
ished goods per hundredweight. This necessity becomes apparent
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as each department successively handles a gradually diminishing
weight in excess of one hundred pounds in the production of one
hundred pounds of finished goods.
The cost of finished goods per hundredweight must include the
necessary weight handled by each department ultimately to pro
duce 100 pounds of finished goods.
Administrative and selling costs, of course, would be recog
nized in the cost-finding plan in order to determine the total ag
gregate outlay against which .the selling price shall provide for a
satisfactory profit, but as these items present no greater problems
than in other industries, no further comment will be made upon
them.
Emphasis must be laid upon the point that an industry in
order to be in a position to charge fair prices, bid successfully on
contracts and operate on a good competitive basis, must know
definitely the cost of its product.
The foregoing description of the various departments and the
comments as to needed basic cost-finding information should show
the necessity for a definite operating plan of accounting. An at
tempt has been made to indicate broadly the elements of cost in
the various departments, the sources of these costs and the method
of applying them.
The solution of the cost-finding problems in each department
and the application of these departmental costs to so varied a
finished product require a system carefully planned which would
have to be adapted to fit the needs of each particular factory.
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EDITORIAL

Where the Dollar Goes
What becomes of the dollar we pay in federal taxes?
According to the federal appropriations for 1921—
Of the dollar of taxation the government uses
To pay for
To pay for all other
To pay for
present defense
governmental activities
past wars
20 cents
12 cents
68 cents

Pieces-of-Eight—Pieces-of-Eight
The man who said that there was a fool born every minute
must have been a conservative. There are not minutes enough.
There must be a limitless number of gullible souls to whom words
of warning and counsel are as the passing winds. Witness the
recent recurrence of a campaign of gold-brick selling. If there
were not many buyers the sellers would abandon their vocation.
Two years ago anything that bore the hall-mark of Oklahoma
or oil could be sold without a struggle. The fools were clamoring
to be fooled.
Then came a period in which oil began to smell rather unsweetly, and, many of the fools having been sufficiently exploited,
the vendor of oil stocks changed his tune and his wares. For a
while he was more or less inactive—perhaps because he needed
time in which to enjoy the winnings.
Lately, however, the game has been reopened and is going
merrily along. The mails bring to all and sundry the rarest
opportunities for the almost instant acquisition of wealth. Anyone
can make a fortune. Ponzi is being out-Ponzied. And that is the
reason why we say that there are not minutes enough to allot one
to each fool.
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You can judge a man by his reading. Show us the daily paper
of a stranger and we can tell you something about his honesty,
his intellect, his regard for his native land. Someone said recently
that there were about as many people of that kind as were claimed
as readers for a certain group of newspapers. That was a hopeful
thought.
On the same principle there must be an infinite number of
fools in the country—else would the letters addressed plainly to
fools be less numerous.
Why, the merchantmen of the Spanish main were no more
alluring a bait than the savings-bank accounts of to-day. The
privateers are coming down the wind with all sails set. They
dream of doubloons and pieces-of-eight. Captain Flint has his
glass to his eye. He is a pleasant-mannered man. His words are
as oil of Oklahoma for smoothness and subtlety. Says he: “Why
leave your money in a musty savings bank or in the hands of your
old fogey Uncle at Washington. Sell your Liberty bonds; draw
out your bank accounts—I’ll show you how to double your interest.
Nay, if that would not satisfy you, I’ll show you how to double
your principal. Indeed, I can show you how to make any amount
of profit you name if you will only confide in me.”
And so the foolish craft is hove to and Captain Flint comes
aboard to explain more in detail. The rest is easy.
This sounds like a cruise into pure fancy. But it is not. It
can not be. The mails are burdened with the blandishments of
the stock seller. And it is not a temporary condition, this plethora
of fools. It is continuing.
It may be said with a great deal of truth that the man or
woman who is deceived deserves no better fate. Quite lately we
expressed our opinion of the person who is seduced by circular.
But it is a condition that confronts us and it is one that is having
a pernicious effect on the whole country. The thrift of war sav
ings is being dissipated to enrich the pirates of the day.
It is wholly regrettable. It is utterly damnable. But what
can be done about it? The circulars are not always amenable to
post-office regulations for the protection of fools. What can avert
this woeful waste? Frankly we have no solution of the problem.
But it is so inimical to the fiscal health of the country with which
we are concerned that we can not forbear to mention it if only in
consternation.
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Complaints
Among the responsibilities which came to us with the business
management of The Journal of Accountancy was a vociferous
family of complaints. Long complaints, short complaints, strong
ones, querulous ones—all bearing the resemblance which goes with
consanguinity. Some of them are rather old complaints and their
cases appear to be chronic. But there is a cure for them and it
is being administered as rapidly as may be. If any reader has a
complaint against the magazine which has not received attention
he is asked to repeat the history of the case.
As we proceed further away from April 1st—the date on which
the business management of The Journal of Accountancy
came back to the American Institute of Accountants—the com
plaints will be a diminishing tribe.
We invite advice and criticism. We answer current complaints
immediately. The old and just grievances which antedated April,
1921, will be adjusted as speedily as possible.
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MEETING OF COUNCIL, APRIL 11, 1921
A regular meeting of the council of the American Institute of
Accountants was held at the Metropolitan Club, Washington, D. C.,
Monday, April 11, 1921.
The following were present:
Carl H. Nau, president, in the chair
W. P. Hilton, vice-president
T. Edward Ross, vice-president
J. E. Sterrett, treasurer
A. P. Richardson, secretary
J. D. M. Crockett
W. Sanders Davies
J. S. M. Goodloe
Edward E. Gore
Elmer L. Hatter
J. E. Hutchinson
Clifford E. Iszard
J. Porter Joplin
Charles S. Ludlam
J. Edward Masters
James S. Matteson
Robert H. Montgomery
Walter Mucklow
John B. Niven
Waldron H. Rand
Adam A. Ross
F. A. Ross
John R. Ruckstell
E. W. Sells
Edward L. Suffern
F. A. Tilton
William Jeffers Wilson
Minutes of the meetings of September 20 and 23, 1920, and record
of mail ballot on the election of members and associates were approved.
The meeting adjourned and the council convened as a trial board.
After consideration of evidence submitted the council expelled
Albert Star Moore from membership in the institute.
James T. Anyon applied for reinstatement and the application
was unanimously granted.
Reports of the following were accepted:
Treasurer
Secretary
Executive committee
Committee on professional ethics
Committee on budget and finance
Committee on federal legislation
Committee on meetings
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Committee on publication
Committee on state legislation
Committee on accounting terminology

The resignation of F. F. White from the committee on profes
sional ethics was accepted with regret and Adam A. Ross was elected
to fill the vacancy.
The council approved and ratified all acts of the executive com
mittee since the beginning of the fiscal year.
A committee was appointed to investigate the question of obtain
ing a national charter for the American Institute of Accountants.
The council approved the additional appropriations recommended
by the committee on budget and finance.
The meeting adjourned.
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Edited by Stephen G. Rusk

Included among the treasury decisions handed down since the last issue
of The Journal of Accountancy are two or more that are of unusual
interest, although there is nothing startling in the conclusions reached.
These will be briefly discussed in later paragraphs; but the one matter in
which all will find interest is the decision of the United States supreme court
relative to taxing as income profits earned in the sale of capital assets.
This decision was given by Justice Clark and is well worth careful
reading and thoughtful consideration.
It does not sustain the position taken by Judge Thomas, of the United
States district court, that there is a distinction between income earned in
the operation of the business and that arising from transactions in the socalled capital assets used in the business. The decision of the supreme
court is quite in line with the position taken by the accounting profession
generally and will set at rest the idea that profits realized on investments
are capital instead of income.
Bringing these suits to test this theory has been generally beneficial in
abolishing the rigid rule that the excess of sales price over the fair value
at March 1, 1913, of property sold shall be considered taxable income. This
rule has been modified, as pointed out in the April number of The Journal
of Accountancy, so that the excess of sales price over the fair value at
March 1, 1913, shall be income when the said fair value equals or exceeds
the original cost of the property sold. This modification is based upon sound
principles.
It is regrettable that the decision of the United States supreme court is
not available for printing this month, but it will be included in the June
issue.
Treasury decision 3137 will be found to contain a thought that occurred
to many of us at the time of our first reading of provisions of the excessprofits-tax law, appertaining to the computation of the graduated scale of
excess-profits taxes. It will be remembered how many puzzling problems
the language of the act brought to the harassed accountant when he first
attacked the work of making a return.
This decision sets at rest any doubts there may have remained as to the
proper method of computing excess-profits taxes.
Treasury decision 3138 treats of income arising from community of
interest of husband and wife in property in certain states of the union.
Treasury decision 3147 is based upon a decision of the district court of
the United States for the district of Minnesota in the case of Great North
ern Railway Company versus E. J. Lynch, collector.
This decision appertains to the corporation excise-tax law of 1909 and
in some of its conclusions seems to conflict with the decision of the United
States supreme court in the Brewster versus Walsh case. This latter case,
however, was brought as a test of the revenue act of 1916, after the six
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teenth amendment to the constitution had been adopted, which may account
for the apparent conflict.
The other treasury decisions printed in this month’s issue of The
Journal of Accountancy relate to estate taxes and, while worthy of
comment, are printed without, because of the limitations of space of an
issue in which income-tax matters are requiring perhaps more than their
proper share.
(T. D. 3137—March 2, 1921.)
War excess-profits tax—Revenue act of 1917—Decision of court.
Computation of Tax—Deductions.
The deduction provided for by section 203 of the revenue act of 1917
must be taken from net income as a part of the computation of the tax,
and not before the computation.
A portion of the decision of the District Court of the United States for
the Eastern District of New York, dated November 18, 1920, in the com
bined cases of Greenport Basin & Construction Co. v. United States and
Ira M. Young v. United States, is published for the information of internal
revenue officers and others concerned. Only that portion of the opinion
involving the computation of the war excess-profits tax is published.
United States District Court for the Eastern District of New York.
Greenport Basin & Construction Co. v. United States and Ira M. Young v.
United States.
[Nov. 18, 1920.]
Garvin, District Judge: These are two actions, each to recover an
amount of excess-profits tax paid by the plaintiff under the revenue act
approved October 3, 1917; plaintiff claims that the regulations adopted by
the treasury department, under which the tax was paid, go beyond the plain
intent and meaning of the law. The cases come before the court on de
murrers, which involve the same questions of law and are on the following
grounds:
1. That it appears upon the face of the said complaint that the complaint
does not state facts sufficient to constitute a cause of action.
2. That the complaint does not set out facts sufficient to constitute a
cause of action against the defendant named herein.
3. That this court has no jurisdiction of this defendant.
Only the first two need be considered, the defendant having abandoned
the third.
*******
The second ground of demurrer brings us to the consideration of
whether the method of computing the tax was proper. Section 201 of the
revenue act of 1917, which does not appear to have been judicially con
strued, reads as follows:
That in addition to the taxes under existing law and under this act
there shall be levied, assessed, collected, and paid for each taxable year
upon the income of every corporation, partnership, or individual a tax
(hereinafter in this title referred to as the tax) equal to the following
percentages of the net income:
Twenty per centum of the amount of the net income in excess of the
deduction (determined as hereinafter provided) and not in excess of fifteen
per centum of the invested capital for the taxable year;
Twenty-five per centum of the amount of the net income in excess of
fifteen per centum and not in excess of twenty per centum of such capital;
Thirty-five per centum of the amount of the net income in excess of
twenty per centum and not in excess of twenty-five per centum of such
capital;
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Forty-five per centum of the amount of the net income in excess of
twenty-five per centum and not in excess of thirty-three per centum of such
capital; and
Sixty per centum of the amount of the net income in excess of thirtythree per centum of such capital.
Under articles 16 and 17 of regulations No. 41 issued by the commis
sioner of internal revenue, which describe in detail the method of com
puting the excess-profits tax, the deductions have been made, not from
the net income before the computation of the tax, but as a part of the
computation. These articles have no binding force if they alter, amend,
or extend the statute.—Merrill vs. Jones (106 U. S. 466). It is necessary
therefore, to consider the language of the act in order to ascertain what
was intended by congress.
According to section 201 of the revenue act of 1917, supra, a tax is
imposed at the rate of 20 per cent. upon “the amount of the net income
in excess of the deduction and not in excess of fifteen per centum of the
invested capital for the taxable year,” etc. While the entire section is not
free from ambiguity, the court is of the opinion that, having in mind the
necessity of adopting a construction in accordance with the intent of con
gress when the act was adopted, that urged by the government must prevail.
If it had been the purpose of congress to have the tax computed as plaintiff
contends, the first paragraph of section 201 would have provided for the
levy of a tax “equal to the following percentages of the net income less
the deduction determined as hereinafter provided,” making no mention of
any deduction in the following paragraph.
If the section as it now reads is carefully analyzed, it is apparent that
the amount of the net income which is to be taxed at the rate of 20 per
cent. is not more than 15 per cent. of the invested capital for the taxable
year. But not so much of the net income as is represented by such 15
per cent. is to be so taxed because there must first be allowed the deduction.
The following computation in the case of the Greenport Basin & Con
struction Co. tax, under regulations No. 41, shows how the actual wording
of the act is followed under regulations No. 41 which are here under attack:
Greenport Case.—Computation of Greenport Basin & Construction Co. tax
under Regulations No. 41.

Invested capital ............. $215,615.55
Income ........................... 76,361.20
Deduction ....................... 18,093.08

Deduction estimated as follows:
7% of $215,615.55=... $15,093.08
Specific deduction=...
3,000.00

18,093.08
Schedule IV, Revenue Act 1917.—Classes of income.
Balance
subject
Over—
But not over— Income Deduction to tax Rate
(2)
(3)
(4)
(6)
(5)
(1)
$0.00
15% inv. cap. $32,342.33 $18,093.08 $14,249.25 20%
15% inv. cap. 20% inv. cap. 10,780.77
None 10,780.77 25%
20% inv. cap. 25% inv. cap. 10,780.77
None 10,780.77 35%
25% inv. cap. 33% inv. cap. 17,249.24
None 17,249.24 45%
....................
5,208.09
33% inv. cap.
None 5,208.09 60%
.................... 76,361.20
Total

Amount
of tax
(7)
$2,849.85
2,695.19
3,773.27
7,762.15
3 124 85
20,205.31

Pro rata for fiscal years: 5/6 of $20,205.31 = $16,837.76.
It is interesting to note also that, as congress continued to enact legisla
tion designed to raise monies for war purposes, the language employed be
came more specific. That part of the revenue act of 1918 which fixed the
rates of the tax upon the percentages of the net income is worded sub
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stantially like the act under consideration, but has an additional paragraph
which reads as follows:
(d) In any case where the full amount of the excess-profit credit is not
allowed under the first bracket of subdivision (a) or (b), by reason of the
fact that such credit is in excess of 20 per centum of the invested capital,
the part not so allowed shall be deducted from the amount in the second
bracket.
While it is quite true that this is not controlling upon the construction
of the act now before the court, it illustrates admirably how it would be
quite possible for the full amount of the excess-profit credit to be in excess
of 15 per cent. of the invested capital, in which event no provision would
be made for allowing that part of the credit so in excess, under the law of
1917.
If the foregoing conclusions are correct, the demurrers must be sustained.
(T. D. 3138—March 3, 1921.)
Income and estate taxes—Husband and Wife—Community property—
Opinion of Attorney General.
1. In Washington, Arizona, Idaho, New Mexico, Louisiana and Nevada
the husband and wife domiciled therein, in rendering separate income-tax
returns, may each report as gross income, one-half of the income which
under the laws of the respective states becomes, simultaneously with its
receipt, community property; this is not based upon any statute enacted
subsequent to March 1, 1913, and applies under income-tax acts prior to the
revenue act of 1918.
2. In Washington, Arizona, Idaho, New Mexico, Louisiana and Nevada
there should be included in gross estate, in computing the estate tax of a
deceased spouse, one-half only of the community property of husband and
wife domiciled therein; this is not based upon any statute enacted subse
quent to March 1, 1913, and applies under estate-tax acts prior to the revenue
act of 1918.
(T. D. 3147—March 11, 1921.)
Corporation excise tax—Act of August 5, 1909—Decision of court.
1. Income—Obligations of Taxpayer Outlawed and Written Off Dur
ing Taxable Year.
The amount of obligations of a railroad corporation carried on the books
as liabilities, which became outlawed and were therefore written off during
the taxable years 1910 and 1911, represented profit to the company which
was properly included in its net income for the year in which so written off.
2. Same—Property Sold for More Than Its Value January 1, 1909,
But Less Than Purchase Price Prior Thereto.
The excess of the sale price over the value on January 1, 1909, of prop
erty acquired prior to that date, and sold during 1909 and 1910, was income
for the year in which received, although the sale price was less than the
purchase price of the property.
3. Same—Property Sold for Amount Equivalent to Value January 1,
1909, But Greater Than Purchase Price Prior Thereto.
The sale in 1910 and 1911 of property acquired prior to January 1, 1909,
or an amount equivalent to its market value on that date, but in excess of
its purchase price, did not result in income for the purposes of the corpo
ration excise tax of August 5, 1909.
In the District Court of the United States for the District of
Minnesota, Third Division. No. 797.
Great Northern Railway Co., plaintiff, v. E. J. Lynch, collector of internal
revenue, defendant.
[January 10, 1921.]
Booth, District Judge: The above action came on regularly for trial on
the 11th day of March, 1918, each party appearing by its respective counsel.
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From the admissions and stipulations of the parties then and there made
and filed, and from the pleadings of the parties, the court finds as follows:
FINDINGS OF FACT.

1. That plaintiff is a corporation duly formed and existing under the laws
of the state of Minnesota, and has a principal office at St. Paul in Ramsey
County in said state.
2. That E. J. Lynch is, and was, on all the dates hereinafter mentioned,
collector of internal revenue for the district of Minnesota, being duly com
missioned as such pursuant to the laws of the United States.
3. That on or about the 16th day of September, 1913, the United States
commissioner of internal revenue, presuming to act by virtue of due legal
authority conferred by the statutes of the United States congress, assessed
against the plaintiff as a corporation having capital stock and alleged to
be engaged in business in Minnesota, an additional internal revenue special
excise tax of $2,530.93, alleged to be due from said corporation to the
United States for the year ended December 31, 1910, and an additional
internal revenue special excise tax of $4,176.09, alleged to be due from said
corporation to the United States for the year ended December 31, 1911,
under the act of congress of August 5, 1909. That the lists upon which
said assessments appeared were thereafter duly transmitted to the de
fendant and defendant thereupon made a formal demand for the payment
of said tax so assessed.
4. That under date of September 26, 1913, the plaintiff filed with the
defendant and with the United States commissioner of internal revenue a
claim for the remission and abatement of said additional internal revenue
special excise taxes.
5. That on or about the 18th day of October, 1913, the plaintiff paid to
the defendant the amount of said additional assessment, but at the same
time filed with defendant and with the United States commissioner of
internal revenue writings stating that each of said payments were made
under protest, and with a denial of any legal obligation of liability, and
solely for the purpose of avoiding the imposition of a penalty and distraint
and sale of property, and reserving to the plaintiff all rights for the re
covery of the amounts of each of said payments.
6. That thereafter and on or about the 18th day of October, 1913, the
plaintiff filed with the defendant and with the United States commissioner
of internal revenue claims for the refunding of $1,734.73 of the additional
tax assessed for the year 1910 as aforesaid, and of $1,361.46, of the addi
tional tax paid for the year 1911 as aforesaid.
7. That on or about the 11th day of November, 1913, the deputy United
States commissioner of internal revenue denied plaintiff’s claim for refund
of said 1910 taxes, except as to $101.98 thereof, and that on or about the
20th day of November, 1913, the said deputy United States commissioner
denied plaintiff’s claim for refund of said 1911 taxes, except as to $57.68
thereof. That plaintiff has still outstanding the balance of said 1910 taxes
amounting to $1,632.75, and the balance of said 1911 taxes amounting to
the sum of $1,303.79, or an aggregate of $2,936.53.
8. That of said additional tax of $2,936.53, assessed and withheld from
plaintiff as aforesaid, the sum of $70.01 consisted of an assessment of 1
per cent. upon the sum of $7,001.32, entered upon the books of the plaintiff
as profit during the year 1910, and consisting of unpaid obligations of plain
tiff accruing prior to January 1, 1909, and which were carried as liabilities
until they became outlawed, and were then written off of plaintiff’s books
as aforesaid, and the sum of $44.88 consisted of an assessment of 1 per
cent. upon the sum of $4,488, entered upon the books of plaintiff as profit
during the year 1911, and consisting of unpaid obligations of plaintiff
accruing prior to January 1, 1909, and which were carried as liabilities
until they became outlawed and were then written off of plaintiff’s books in
1911.
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9. That of said additional tax of $2,936.53 assessed and withheld from
plaintiff as aforesaid, the sum of $376.61 consisted of an assessment of 1
per cent. upon receipts of $37,660.67, received by plaintiff as proceeds of the
sale of 300 shares of stock of the Swan River Logging Co. purchased on
September 23, 1899, for $300,000 and entered on its books October 10, 1908,
at a value of $75,000. On November 1, 1909, plaintiff received $95,000 for
said stock and the excess over said amount of $75,000 being $20,000, was
assessed to plaintiff as income for the year 1909. The said sum of $37,660.67 represents additional proceeds of the sale of said stock received in
1910. No further evidence was offered as to the value of said stock on
December 31, 1909.
10. That the balance of said sum of $2,936.53 assessed and withheld as
aforesaid, to wit: the sum of $2,445.03 consisted of an assessment of 1 per
cent. upon $244,503.79, being a portion of receipts during the years 1910
and 1911 from sales of real estate, the total excess of selling price over
original cost of the same having been prorated over the period of owner
ship, and the said sum of $244,503.79 having been treated as the pro rata
proportion of said excess for the period since the act of 1909 became ef
fective. Said real estate had been purchased prior to 1909 and sold at a
profit as above stated during the years 1910 and 1911, the selling price in
all cases being exactly equal to the market value of said real estate as of
the 31st day of December, 1908.
CONCLUSIONS OF LAW.

From the foregoing facts the court concludes as follows:
1. That the said sum of $2,445.03 referred to in finding No. 10, was
illegally and improperly assessed against and collected from the plaintiff,
and that it was paid by plaintiff under duress and protest, and that claim
for refund of said tax filed by plaintiff with the commissioner of internal
revenue as required by law was denied prior to the institution of this suit.
2. That the plaintiff is entitled to judgment against the defendant, E. J.
Lynch, as collector of internal revenue, for the said sum of $2,445.03, to
gether with interest thereon at the rate of 6 per cent. per annum from
October 16, 1913, and for its cost herein.
3. That the items of the additional assessment mentioned in findings
Nos. 8 and 9 were properly and legally assessed and collected and the plain
tiff is not entitled to judgment against the defendant for or on account of
said items amounting to an aggregate of $491.50.
4. That the said sum of $2,445.03 was received by the defendant and
by him paid into the treasury of the United States in the performance of
his official duty, and that there was probable cause for his act, and that
he acted under the directions of the proper officer of the government, and
that no execution should issue against him, but that the amount to be
recovered should be provided for and paid out of the proper appropriation
from the treasury.
Done in open court this 10th day of January, 1921.
(T. D. 3150—April 2, 1921.)
Estate tax—Act of September 8, 1916, Title II—Decision of Supreme
Court.
1. Gross Estate—Conditions—Section 202 (a) Construed.
The conditions expressed in clause (a) of section 202, act of September
8, 1916, to the effect that the taxable estate must be (1) an interest of the
decedent at the time of his death, (2) which after his death is subject to
the payment of the charges against his estate and the expenses of its
administration, and (3) is subject to distribution as part of his estate, are
expressed conjunctively, and it would be inadmissible, in construing the
act, to read them as if prescribed disjunctively; hence, unless the three con
ditions are fulfilled, property involved does not become part of the gross
estate.
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2. Power of Appointment—Time of Creation and Excution.
Property passing under testamentary execution of a general power of
appointment created prior but executed subsequent to the passage of the act
of September 8, 1916, is not subject to the estate tax imposed by Title II
of such act.
The appended decision of the Supreme Court of the United States,
rendered February 28, 1921, in the case of the United States v. Stanley
Field, as executor of the estate of Kate Field, deceased, is published for
the information of internal revenue officers and others concerned.

Supreme Court of the United States. No. 442. October Term, 1920.
United States, appellant, v. Stanley Field, as executor of the estate of
Kate Field, deceased.
Appeal from the Court of Claims.
[Feb. 28, 1921.]
Mr. Justice Pitney delivered the opinion of the court:
This is an appeal from a judgment of the court of claims sustaining a
claim for refund of an estate tax exacted under title II of the revenue act
of September 8, 1916, as amended by act of March 3, 1917 (ch. 463, 39 Stat,
756, 777; ch. 159, 39 Stat., 1000, 1002). It presents the question whether
the act taxed a certain interest that passed under testamentary execution of
a general power of appointment created prior but executed subsequent to
its passage.
The facts are as follows: Joseph N. Field, a citizen and resident of
Illinois, died April 29, 1914, leaving a will which was duly admitted to
probate in that State, and by which he gave the residue of his estate, after
payment of certain legacies, to trustees, with provision that one-third of
it should be set apart and held as a separate trust fund for the benefit of
his wife, Kate Field, the net income to be paid to her during life, and from
and after her death the net income of one-half of said share of the trust
estate to be paid to such persons and in such shares as she should appoint
by last will and testament. The trust was to continue until the death of
the last surviving grandchild of the testator who was living at the time of
his death, and at its termination the undistributed estate was to be divided
among named beneficiaries or their issue, per stirpes, in proportions speci
fied. Kate Field died April 29, 1917, a resident of Illinois, leaving a will
which was duly probated in that State, by which she executed the power
of appointment, directing that the income to which the power related should
be paid in equal shares to her children surviving at the date of the re
spective payments, the issue of any deceased child to stand in the place of
such deceased child. The collector of internal revenue, assuming to act
under the revenue act of 1916, as amended, and regulations issued by the
commissioner of internal revenue, included as a part of the gross estate of
Kate Field the appointed estate passing under her execution of the power;
and proceeded to assess and collect an estate tax based upon the net value
thereof, and amounting to $121,059.60. Her executor, having paid the tax
under protest, and having made a claim for refund which was considered
and rejected by the commissioner of internal revenue, brought this suit and
recovered judgment, from which the United States appeals.
The revenue act of 1916, in section 201 (39 Stat., 777), imposes a tax
equal to specified percentages of the value of the net estate “upon the trans
fer of the net estate of every decedent dying after the passage of this act.”
By section 203 (p. 778) the value of the net estate is to be determined by
subtracting from the value of the gross estate certain specified deductions.
The gross estate is to be valued as follows:
Sec. 202. That the value of the gross estate of the decedent shall be de
termined by including the value at the time of his death of all property, real
or personal, tangible or intangible, wherever situated:
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(a) To the extent of the interest therein of the decedent at the time of
his death which after his death is subject to the payment of the charges
against his estate and the expenses of its administration and is subject to
distribution as part of his estate.
(b) To the extent of any interest therein of which the decedent has at
any time made a transfer, or with respect to which he has created a trust,
in contemplation of or intended to take effect in possession or enjoyment at
or after his death, except in case of a bona fide sale for a fair considera
tion in money or money’s worth. Any transfer of a material part of his
property in the nature of a final disposition or distribution thereof, made
by the decedent within two years prior to his death without such a con
sideration shall, unless shown to the contrary, be deemed to have been made
in contemplation of death within the meaning of this title; * * *
The amendment of March 3, 1917 (39 Stat., 1002) pertains merely to
the rates, and need not be further considered?
The provision quoted from section 202 was construed by the treasury
department, in United States internal revenue regulations No. 37, relating
to estate taxes, revised May, 1917 (art. 11), as follows: “Property passing
under a general power of appointment is to be included as a portion of the
gross estate of a decedent appointor.”
No question being suggested as to the power of congress to impose a
tax upon the passing of property under testamentary execution of a power
of appointment created before but executed after the passage of the taxing
act—see Chanter v. Kelsey (205 U. S., 466, 473, 478-479) ; Knowlton v.
Moore (178 U. S., 41, 56-61)—the case involves merely a question of the
construction of the act. Applying the accepted canon that the provisions of
such acts are not to be extended by implication (Gould v. Gould, 245 U. S.,
151, 153), we are constrained to the view—notwithstanding the adminis
trative construction adopted by the treasury department—that the revenue
act of 1916 did not impose an estate tax upon property passing under a tes
tamentary execution of a general power of appointment.
The government seeks to sustain the tax under both clauses above quoted
from section 202.
The conditions expressed in clause (a) are to the effect that the taxable
estate must be (1) an interest of the decedent at the time of his death, (2)
which after his death is subject to the payment of the charges against his
estate and the expenses of its administration, and (3) is subject to distri
bution as part of his estate. These conditions are expressed conjunctively;
and it would be inadmissible, in construing a taxing act, to read them as if
prescribed disjunctively. Hence, unless the appointed interest fulfilled all
three conditions, it was not taxable under this clause.
The chief reliance of the government is upon the rule, well established
in England and followed generally, but not universally, in this country, that
where one has a general power of appointment either by deed or by will,
and executes the power, equity will regard the property appointed as part
of his assets for the payment of his creditors in preference to the claims of
his voluntary appointees. See Brandies v. Cochrane (112 U. S., 344, 352).'
The English cases are fully reviewed by the house of lords in O’Grady
v. Wilmot [1916] (2 A. C., 231, 246, et. seq.). Illustrative cases in the
American courts are Johnson v. Cushing, (15 N. H., 298, 307) ; Rogers v.
Hinton (62 N. C., 101, 105) ; Clapp v. Ingraham (126 Mass., 200, 202) ;
Knowles v. Dodge (1 Mack. [D. C.], 66, 72) ; Freeman v. Butters (94 Va.,
406, 411) ; Tallmadge v. Sill (21 Barb., 34, 51, et seq.) ; contra, per Gibson,
C. J., in Commonwealth v. Duffield (12 Pa., 277, 279-281) ; Pearce v. Lederer
(262 Fed., 993) ; affirmed, Lederer v. Pearce (266 Fed., 497).
It is tacitly admitted that the rule obtains in Illinois, and we shall so
assume.
But the existence of the power does not of itself vest any estate in the
1 The act was further amended Oct. 3, 1917 (ch. 63, 40 Stat., 300, 324); superseded
and repealed by act of Feb. 24, 1919 (ch. 18, 40 Stat., 1057, 1096, 1149).
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donee.—Collins v. Wickwire (162 Mass., 143, 144) ; Keays v. Blinn (234
Ill., 121, 124) ; Walker v. Treasurer (221 Mass., 600, 602-603) ; Shattuck v.
Burrage (229 Mass., 448, 451). See Carver v. Jackson (4 Pet., 1, 93).
Where the donee dies indebted, having executed the power in favor of
volunteers, the appointed property is treated as equitable, not legal, assets
of his estate.—Clapp v. Ingraham (126 Mass., 200, 203) ; Patterson Co. v.
Lawrence (83 Ga., 703, 707) ; and (in the absence of statute), if it passes
to the executor at all, it does so not by virtue of his office but as a matter
of convenience and because he represents the rights of creditors.—O’Grady
v. Wilmot [1916] (2 A. C., 231, 248-257) ; Smith v. Garey (2 Dev. & Bat.
Eq. [N. C.] 42, 49) ; Olney v. Balch (154 Mass., 318, 322) ; Emmons v.
Shaw (171 Mass., 410, 411) ; Hill v. Treasurer (229 Mass., 474, 477).
Where the power is executed, creditors of the donee can lay claim to the
appointed estate only to the extent that the donee’s own estate is insufficient
to satisfy their demands.—Patterson Co. v. Lawrence (83 Ga., 703, 708) ;
Walker v. Treasurer (221 Mass., 600, 602-603) ; Shattuck v. Burrage (229
Mass., 448, 452).
It is settled that (in the absence of statute), creditors have no redress
in case of a failure to execute the power.—Holmes v. Coghill (7 Ves., 499,
507; affirmed, 12 Ves., 206, 214-215); Gilman v. Bell (99 Ill., 144, 150;
Duncanson v. Manson (3 App. D. C., 260, 273).
And, whether the power be or be not exercised, the property that was
subject to appointment is not subject to distribution as part of the estate of
the donee. If there be no appointment, it goes according to the disposition
of the donor. If there be an appointment to volunteers, then, subject to
whatever charge creditors may have against it, it goes not to the next of kin
or the legatees of the donee, but to his appointees under the power.
It follows that the interest in question, not having been property of Mrs.
Field at the time of her death, nor subject to distribution as part of her
estate, was not taxable under clause (a).
We deem it equally clear that it was not within clause (b). That clause
is the complement of (a), and is aptly descriptive of a transfer of an in
terest in decedent’s own property in his lifetime, intended to take effect at
or after his death. It can not, without undue laxity of construction, be
made to cover a transfer resulting from a testamentary execution by de
cedent of a power of appointment over property not his own.
It would have been easy for congress to express a purpose to tax prop
erty passing under a general power of appointment exercised by a decedent
had such a purpose existed; and none was expressed in the act under con
sideration. In that of February 24, 1919, which took its place, the section
providing how the value of the gross estate of the decedent shall be de
termined contains a clause precisely to the point (sec. 402 (e), 40 Stat.,
1097) : “To the extent of any property passing under a general power of
appointment exercised by the decedent (1) by will, or (2) by deed exe
cuted in contemplation of, or intended to take effect in possession or en
joyment at or after, his death, except,” etc. Its insertion indicates that
congress at least was doubtful whether the previous act included property
passing by appointment. See matter of Miller (110 N. Y., 216, 222) ;
matter of Harbeck (161 N. Y., 211, 217-218) ; United States v. Bashaw (50
Fed. 749, 754). The government contends that the amendment was made for
the purpose of clarifying rather than extending the law as it stood, and
cites a statement to that effect in the report of the house committee on
ways and means (House Doc. No. 1267, p. 101, 65th Cong., 2d sess.). It
is evident, however, that this statement was based upon the interpretation
of the act of 1916 adopted by the treasury department; the same report
proceeded to declare (p. 102) that “the absence of a provision including
property transferred by power of appointment makes it possible, by re
sorting to the creation of such a power, to effect two transfers of an
estate with the payment of only one tax”; and this, together with the fact
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that the committee proposed that the law be amended, shows that the treasury
construction was not treated as a safe reliance.
The tax in question being unsupported by the taxing act, the court of
claims was right in awarding reimbursement. Judgment affirmed.

(T. D. 3151—April 2, 1921.)
Estate tax—Act of September 8, 1916—Decision of court.
1. Transfer Effective at or after Death—Retroactive Operation of
Act.
The act of September 8, 1916, Title II, applies to a transfer made before
the passage of the act and intended to take effect in possession or enjoyment
at or after death, where the transferrer died after the act took effect.
2. Constitutionality of Act.
The act of September 8, 1916, Title II, construed as applying to trans
fers made before its passage and intended to take effect in possession or
enjoyment at or after the death of a transferrer who dies after its passage,
is not unconstitutional.
The appended decision of the District Court of the United States for
the Northern District of California, Southern Division, in the case of
Union Trust Co. of San Francisco et al., executors, v. Wardell, collector,
is published for the information of internal revenue officers and others
concerned.

District Court

of the United
California,

States for the Northern District of
Southern Division.
Union Trust Co. of San Francisco, a corporation, and Albert Lachman, as
executor of the last will and testament of Henriette S. Lachman, deceased,
plaintiffs, v. Justus S. Wardell, United States collector of internal revenue
for the first district of California, defendant.
[No. 16220. Memorandum.]
Rudkin, District Judge: Section 201 of the act of September 8, 1916
(39 Stat., 777), imposes a tax upon the transfer of the net estate of every
decedent dying after the passage of the act, whether a resident or non
resident of the United States.
Section 202 provides:
That the value of the gross estate of the decedent shall be determined
by including the value at the time of his death of all property, real or
personal, tangible or intangible, wherever situated: * * *
(b) To the extent of any interest therein of which the decedent has at
any time made a transfer, or with respect to which he has created a trust,
in contemplation of or intended to take effect in possession or enjoyment at
or after his death, except in case of a bona fide sale for a fair consideration
in money or money’s worth.
The value of the net estate is ascertained by making certain authorized
deductions from the value of the gross estate.
On the 31st day of May, 1901, Henriette S. Lachman executed a declara
tion of trust under the terms of which she assigned 7,475 shares of the
capital stock of S. & H. Lachman estate, of which she was the owner, to
her sons Albert Lachman and Henry Lachman, as trustees, to pay the
income from the stock to her during her life, and upon her death to
deliver the stock to certain relatives named in the trust deed. The grantor
in the trust deed died on the 14th day of November, 1916, and the present
suit was thereafter brought by her executors to recover the sum of $4,545.50
paid as tax on the above transfer, under protest.
Counsel for plaintiffs contends that the act should not be so construed
as to include transfers made prior to its passage, and that if so construed
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the act is unconstitutional and void. Both of these questions were de
termined adversely to the plaintiffs by the circuit court of appeals for the
eighth circuit in Schwab, executor, v. Doyle, not yet reported. In that case
the transfer was made in contemplation of death, whereas in the present
case the transfer was intended to take effect in possession or enjoyment at
or after death, but manifestly the same rule of construction will apply to
both provisions, and the same rule of constitutional validity. I entertain
no doubt that the act was intended to operate retrospectively, and a contrary
construction could only be justified on the principle that such a construction
would render the act unconstitutional. On the question of constitutionality
the decision of an appellate court should certainly raise a doubt as to the
invalidity of the act in the mind of a trial court, and without further dis
cussion the demurrer will be sustained.
Let an order be entered accordingly.
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Effective Interest Rate
Editor, Students’ Department:
Sir: In the Students’ Department of the Journal for November last,
p. 385, there was given the solution of a problem to determine the effective
rate of interest on a series of bonds issued at a discount and redeemable
in part at par and in part at a premium. The problem was:
An issue of $1,000,000.00 of bonds is made at 90 carrying interest at
5 per cent. redeemable at the value of $50,000.00 each half-year at 100
for the first five years and thereafter at 105. Find the effective rate
of interest.
The problem was solved by the following procedure:
(a) A trial rate approximate to the true effective rate was obtained by
a method based on arithmetical progression.
(b) The price at which the bonds would have been issued to yield this
trial or assumed rate was computed by finding, with the aid of an interest
table, the present value of all of the payments to be made on principal,
premium and interest.
(c) The difference between the actual price of issue and the price at
which the bonds would have been issued to yield the trial rate was ascer
tained. This difference was used as the basis of an arithmetical calcu
lation to obtain a closer approximation of the rate. Steps (b) and (c)
were repeated to obtain a third trial rate which was a still closer approxi
mation. The extent of error in each trial rate was ascertained by the
laborious process of setting up a table of repayments and amortization.
This method has the advantage of requiring no knowledge of algebra,
but it has the disadvantage of being extremely laborious. I submit a
solution by the method of interpolation which will perhaps interest those
readers—and they cannot be few—who have some knowledge of algebra.
The saving of labor thus afforded in this class of problems is so great
that some may feel disposed to get out their college textbooks again and
brush up their acquaintance with the operations and more important
theorems of this branch of mathematics.
The steps of the solution correspond with the steps outlined above,
with differences in procedure as indicated below:
(a) A trial rate is obtained as in (a) above.
(b) The present value of the loan at the trial rate—that is, the price
at which the bonds would have been issued to yield the trial rate—is com
puted by utilizing Makeham’s formula.
(c) The correction from the trial rate to the true rate is accomplished
by interpolation.
The calculations will be based on $1.00 instead of $1,000,000.00 as the
face value of the loan. The rate found on $1.00 of course will be that
for the whole loan.

Step (a)
The first trial rate can be obtained by the method described in the
November, 1920, Journal, p. 386, or by the use of a table of serial bonds
such as Rollins’. We thus obtain 4 per cent. as a starting point, knowing
that the true effective rate is somewhat less.
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Step (b)
Makeham’s formula for the present value of a loan payable by instal
ments is:
g

A = K + - X (1-K) ..................................................... (1)
i
when A is the present value of the loan
K is the present value of the instalments calculated
at the rate i
g is the rate of interest paid by the borrower on
the unpaid instalments—payable half-yearly
i is the rate of interest earned by the lender on
the sum lent, converted half-yearly
This formula will give us the present value of the loan, disregarding
the premium. We have therefore to find an expression for the present
value of the premium, and by adding it to Makeham’s formula we have a
complete expression for the present value of the loan.
The premium consists of 10 payments of $2,500.00 payable at the end
of each of 10 half-yearly periods beginning 10 periods hence. Each dollar
of the loan, therefore, carries an annuity of .0025 for 10 periods deferred
10 periods, the present value of which is expressed by .0025 X 10 a10.
The present value of an annuity for n periods deferred m periods can
be expressed in terms of two immediate annuities, thus
+n

m Hn

We therefore add this expression to (1) and obtain our complete
formula for the present value of the loan:

g

X [1 — K]
(2)
+ 1.0025 X (a20 — a10)
i
g, the nominal rate per half-yearly period, is .025
i, the trial effective rate per half-yearly period, is .04
We now refer to tables such as Archer’s to determine the required
present values of annuities:
P. V. of annuity of 1 @ 4% for 20 periods, or a20 =
13.590,326,34
P. V. of annuity of 1 @ 4% for 10 periods, or a10 =
8.110,895,78
A =

+

Then a20—a10 =
The formula may now be restated thus:
A =

K +

5.479,430,56

.025 X [1 — K])] + (.0025 X 5.479,430,56)
.04

As already stated, K is the present value of the instalments on the
principal, calculated at the rate i, which in this case is .04. These instal
ments constitute an annuity of .05 for 20 periods, and K is their
present value.
Hence K = .05 X a20
= .05 X 13.590,326,34
= .679,516,32
The formula may now be stated thus:
A = [.679,516,32 + .025 X [1 — .679,516,321)]+ (.0025 X 5.479,430,56)
.04
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and solved thus:
A =.679,516,32 + (.625 X .320,483,68) + .013,698,57
= .679,516,32 + .200,302,30 + .013,698,57
= .893,517,19
This computation is also shown in tabular form at the end of this letter.
Step (c)
We now know that the trial rate, 4%, is too large, because the present
value of the loan at that rate is too small, the present value .893,517,19
being less than the .9 stated in the problem as the price at which the bonds
were issued.
We next try i = .03875. Referring to the tabular computation at the
end of the letter, it will be noted that A at this rate is .902,992,0, which
is greater than the given value, indicating that .03875 is too low a rate.
Hence the true value of i, or the true effective rate, must be between .04
and .03875. We can obtain a first approximation to the true value of i
by proportion, as follows:
Trial rates
Present values
3.875%
$.902,922,0
4.
.893,517,2

Differences

.125

.009,404,8

Price at unknown rate
“ “ 4%

$.900,000,0
.893,517,2

Difference, or required increase over value
at 4%
.006,482,8
If a decrease of .125% in the rate causes an increase of .009,404,8 in
the price, the approximate effective rate may be computed thus:
64828
i = 4% - (-------- + .125%)
94048
= 4% — ( .6893) + .125%)
= 4% — .0862%
= 3,913%
The correctness of this rate, 3.9138%, can be tested in any one of
three ways:
(1) By computing a table of repayments. This is the method adopted
in the solution given in the November issue. It is rather laborious.
(2) By computing the value of A at the rate 3.9138%, using the for
mula already constructed, and noting how near it is to the given value, .9.
But tables do not give the present values of annuities at such unusual
rates, and if this method were adopted it would be necessary to use
logarithms to compute the present value of annuities of 10 and 20 periods.
(3) By computing A at the next two lower interest rates in the book
of interest tables. Having done this we shall have four exact present
values of the loan at four different interest rates, in addition to the
approximate present value at 3.9138%. With these four exact values we
can construct a table of “differences” and by this powerful method not
only test the accuracy of the 3.9138% rate but obtain a rate still more
exact than 3.9138%.
We therefore compute A at the next two lower rates in Archer’s
tables, which are 3¾% and 3⅝%. The computations are given with the
others at the end of this letter.
We can now set out these four values in our table with their differences.
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Table A.—Value of A at Various Values of i
i
A
D1
D2
D3
.040,000
.893,517,19
.009,404,78
.000,151,85
.000,004,02
.038,750
.902,921,97
.009,556,63
.000,155,87
.037,500
.912,478,60
.009,711,50
.036,250
.922,190,10
Columns i and A are taken from the computation. The column headed D1
consists of the difference between the first and second, the second and third
and the third and fourth of the values in column A. These are called
first differences. Similarly column D2 is made up of the differences of
column D1, while D3 is the difference of D2.
The first value of A is called the leading term and the differences on
the first line are called the “leading differences.”
This is not the place to explain the theory of finite differences. There
are several books on the subject dealing with it from the point of view
of the accountant One such is Sunderland’s Notes on Finite Differences
for the Use of Students. Mr. Sprague’s book, The Accountancy of In
vestment, also gives some explanation of it. There is also an excellent
paper on practical interpolation by Mr. Little in the Journal, Vol. 27, p. 48.
Mr. Little adds a useful table of coefficients. A similar but smaller table
is given in Chambers’s table.
We can now find a value of A corresponding to i = .039138 which is
the approximate value just found and thereby ascertain how near the
truth it is.
Now the value of A at any intermediate rate between the first two
values of i in our table will be the leading term plus a fraction of the
first leading difference D1 minus a fraction of the leading second differ
ence D2 and plus a fraction of the third difference D3, or it may be
expressed thus:
+ .893,517,19
+ .009,404,78 X m1
at i = .039,138, A = —
.000,151,85 X m2
+ .000,004,02 X m3
The values for m1, m2 and m3 are found by reference to books con
taining tables of these coefficients, or they may be computed as follows:
To find m1: .040000 The highest rate in the table
.039138 The trial rate
.000862
.040000 The highest rate in the table
.038750 The next lower rate in the table
.001250 Difference between rates
Then 862 ÷ 1250 = .6896 or m1
To find m2: 1 — .6896 = .3104
.3104 X .6896 = .2140
.2140 4- 2 = .1070 or m2
To find m3: 2 — .6896 = 1.3104
1.3104 X .1070 = .1402
.1402 ÷ 3 = .0467 or m3
Then the value of A at .039,138 is found as follows:
Value at .04 ....................................................... 893,517,19
Plus
.009,404,78 X .6896 (or D1 Xm1) ................+.006,485,54
Minus
.000,151,85 X .1070 (or D2 Xm2) ................ —.
16,25
Plus
.000,004,02 X .0467 (or D3 Xm3) ................+
,16
Value of A at .039138 ....................................... 899,986,64
Value of A at unknown rate............................ 900,000,00
Difference ......................................................
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The value of A is too low by $13.36 on a loan of $900,000.00, and
therefore .039138 is slightly too high. The computation would generally
stop at this point as this value is sufficiently close for most purposes. Thus
by computing A at two values of i from tables, and by simple interpo
lation we have found a first approximate value for i which is closer
than the second approximation obtained by the arithmetical method used
in the former solution. It is instructive, however, to carry the computation
a stage further and find a closer approximation to the true value of i.
We have already obtained the following values:
Rates
Values
.899,986,64 Interpolated
.039138
.03875
.902,921,97 From tables
Differences .000388
.002,935,33
Price at unknown rate
Price at .039138

.900,000,00
.899,986,64
.000,013,36

The next approximate value of ii is therefore found as follows:
1336
i = .039138 — (-------- X .000388)
293533
= .03913623
Thus we have a value of i to 8 places which ought to be very near
the truth and give a value of A very close to .9. To check this rate we
compute the value of A at this rate for i by interpolation in our table
of differences. To do so we must first compute the values of m1, m2
and m3, when the rate is .039,136,23.
m1: .040,000,00 The highest rate in the table
.039,136,23 The trial rate
.000,867,77
86377 ÷ 125000 = .691016
or m1
1 — .691016 = .308984
.308984 X .691016 = .21351
.21351 ÷ 2 = .10675
or m2
m3: 2 — .691016 = 1.308984
1.308984 X .10675 = .139734
.139734 ÷ 3 = .04658
or m3
Then the value of A at .039,136,23 is found as follows:
Value at 4% ..................................... 893,517,19
Plus
.009,404,78X .691,016 (or D1 XmJ ............ +.006,498,853
Minus
.000,151,85X .106,75 (or D2 XmJ ............ —.
016,210
Plus
.000,004,02X .046,58 (or D3 Xm3) ............ +.
187

m2:

Value of A at .039,136,23 ................................ 900,000,02
Value of A given in problem...........................900,000,00
Difference ........................................................... 000,000,02

This is as close as we can get with our 8-place interest tables. The
effective rate of interest earned on the loan is 3.913,623 per cent. each
half year, or a nominal yearly rate of 7.827,246 per cent., convertible half
yearly. This is what is really required in considering a loan of this kind.
The problem, however, calls for the effective rate. The effective semi
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annual rate has already been computed. The effective annual rate may
be computed as follows:
1.039,136.232 — 1 = .079,804,1 or 7.980,41%
A table of repayments has been computed and shows that at this rate
the loan is completely repaid at the end of the term. One advantage of
this method is that any error in any one of the approximations will not
throw out the final result because it will be corrected in the subsequent
approximations.
None of the calculations has been such as require a calculating machine,
although such a thing is of course useful and time-saving. Logarithms
have not been employed. However, it is essential that a large interest
table, such as Archer’s, be available because interpolation methods cannot
be usefully employed when the tabular rates are more than ¼% apart.
Such a table as Archer’s is a necessity in an accountant’s office and together
with Sprague’s bond tables and Vega’s logarithm table will enable the
accountant to solve almost any actuarial problem not involving life con
tingencies.
New York.
Charles Judson.
The calculation of A at various rates follows:

Computation

of the Present Value (A) of the
Different Rates of Interest (i)

g
A = — (1 — K) + .0025 (a20
i
Rate per cent.
4%
i ....................... .......... 040
a20 from tables . ....13.590,326,34
.05 X a20 = K (a) .679,516,32
1 — K ........... ...........320,483,68
.025 (1 — K) . .......... 008,012,09
.025 (1 —K) ÷i (b) .200,302,30
a20 from tables . ... .13.590,326,34
a10 from tables . .... 8.110,895,78
a20
a10 ......... .... 5.479,430,56
.0025 (a20 — a10) (c) .013,698,57
A = a + b + c ... .893,517,19

Loan

at

Four

— a10) and K = .05 X a20 : g = .025

3¾%
3⅝%
3⅞%
.03625
.03750
.03875
13.742,000,79 13.896,204,21 14.052,987,64
.702,649,38
.687,100,04
.694,810,21
.297,350,62
.305,189,79
.312,899,96
.007,433,76
.007,629,75
.007,822,49
.205,069,39
.203,459,85
.201,870,94
13.742,000,79 13.896,204,21 14.052,987,64
8.161,603,46 8.212,787,25 8.264,452,67
5.580,397,33 5.683,416,96 5.788,534,97
.014,471,33
.014,208,54
.013,950,99
.922,190,10
.902,921,97
.912,478,60

Agency Sales

Editor, Students' Department:
Sir: I wish to thank you for the assistance rendered me by you in
answer to my recent letter. However, I have one more question to ask.
The above concern has two branches, i.e., two sales rooms. These branches
receive shipments from us and are billed at the regular wholesale prices
less a discount of seven per cent. Now at the end of each month I post
the shipments in an aggregate as follows:
Cost of sales—New York.
To sales—factory.
I do not believe this is correct, since the shipments do not actually
represent sales made by the factory. However, I am following the plan
by which the books have been kept for years.
The sales made by the branches are reported to the factory and my
entry is:
Accounts receivable—stores.
To sales—New York.
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Will you kindly explain what would be the correct manner of showing
these transactions on the books, and also how the allowance of seven per
cent, should be shown?
Yours very truly,
New York.
T. K.
Unless there is some very good reason for billing the branch at whole
sale price less seven per cent, it would be desirable to abandon the system
and bill at cost to avoid the element of unrealized profit. Shipments to
selling agencies are not sales, and the accounts should be kept in such a
manner as to avoid taking up any profit before the agency sells the goods.
It is possible that the goods are billed to the agency at wholesale price
less seven per cent. to keep the agency from knowing the cost of the goods.
If this is the only reason, the accounts may be kept as follows, assuming
the following facts for purposes of illustration:
Cost of manufacture: $70.00 each.
Wholesale price: $100.00 each.
Billed price: $93.00 each.
75 shipped to New York office.
Cost: $70.00 X 75 = $5,250.00.
Billed price: $93.00 X 75 = $6,975.00.
50 sold by New York office.
Cost: $70.00 X 50 = $3,500.00.
Billed price: $93.00 X 50 = $4,650.00.
Selling price: $100.00 X 50 = $5,000.00.
25 in final inventory at New York office.
Cost: $70.00 X 25 = $1,750.00.
Billed price: $93.00 X 25 = $2,325.00.
Journal Entries
N. Y. office mdse (instead of cost of sales) ....................$6,975.00
Shipments to N. Y. office (instead of sales—factory)
$6,975.00
To record billed price of goods shipped ($93 X 75)
Accounts receivable ........................................................... 5,000.00
Sales—New York .....................................................
To record sales by agency ($100 X 50)

Sales—New York .............................................................. 3,500.00
Inventory—New York .................................................... 1,750.00
Manufacturing account (or finished goods).............
To charge sales with cost of goods sold ($70 X 50) ;
to set up inventory at agency at end of period ($70 X
25) ; and to relieve manufacturing account of cost of
goods manufactured and shipped to agency ($70 X 75)
Sales—New York .............................................................. 1,500.00
Profit and loss—New York.......................................
Gross profit on sales ($30 X 50)
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Shipments to N. Y. office ................................................ 4,650.00
N. Y. office mdse .......................................................
4,650.00
To reverse memorandum entries to the extent of the
billed price of the goods sold by the agency.
It should be noted that the two accounts in the last entry are purely
memoranda. Their balances should always be offsetting, and they do not
appear in either the profit and loss statement or the balance-sheet.
If the practice of billing at wholesale price less seven per cent. is
adopted because the agent is paid a commission based on the difference
between this billed price and the actual selling price, the accounting could
be modified as follows:
The first three entries and the fifth would be made as above. To reduce
the balance of the sales account to the figure on which the commission
is based, the following entry would be made:
Sales—New York .............................................................. 1,150.00
Profit and loss—New York.......................................
1,150.00
To charge sales account with the difference between
cost of sales ($3,500.00) and billed price of sales
($4,650.00), thus reducing the balance of sales account
to $350.00, the profit on which the agent is allowed a
commission.

Sales—New York ..............................................................
Profit and loss—New York .....................................
To transfer to profit and loss the gross profit subject
to commission.

350.00

Profit and loss—New York .............................................
N. Y. agent’s commission .........................................
To record commission, assuming a rate of 50% on the
portion of profits subject to commissions.

175.00

350.00

175.00

At this point the profit and loss account of the agency on the home
office books would appear as follows:
Profit and Loss—New York
Agent’s commission ........... $ 175.00

Gross profit not subject to
commission ..................... $1,150.00
Gross profit subject to com. 350.00

Of course, if the agent always sells at the wholesale price existing at
the time the goods are billed to him, the commission would be 50%
(assumed rate) of 7% of the sales. The method of accounting described
provides for computing and recording the commission in case the agent’s
selling price varies from the market wholesale at time of billing.
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Interest, Packages and Appreciation

Editor, Students’ Department:
Sir : The writer will greatly appreciate your kindness if you will
answer the following questions through your department in The Journal
of Accountancy.
1. In a manufacturing business if it is desired to allow interest on the
capital invested, should such interest charge be included in the cost of
production or be handled outside of the manufacturing statement?
2. In what circumstances are boxes and crates considered as a part of
the cost of goods sold rather than as a selling expense?
3. Suppose an asset (land, for instance) appreciated in value $10,000.00.
Can the whole or any part of such appreciated value be carried to the
regular capital (earned) surplus account before the land is sold and the
increase actually realized?
Yours very truly,
Allston, Massachusetts.
R. H. B.
1. The accounting treatment of interest on capital would depend on the
purpose for which the interest is allowed. When you say “interest on the
capital invested” this implies interest on the total capital, and it is in
conceivable that so much interest would be included in the cost of
manufacture even by those who advocate including interest as part of
the cost. In a partnership, interest is sometimes allowed on the capital
as a form of division of profits. If that is the intention, the interest
should be charged to profit and loss and credited to the partners as a
first division of the profits in the capital ratio. It would not appear in
the manufacturing account.
What you probably mean is that interest is allowed on that portion
of the capital which is invested in manufacturing assets, and the object
of allowing the interest is to determine the cost of production including
a charge for the capital tied up in fixed assets. There has been a good deal
of discussion as to whether interest should be included in the cost, and
accountants are by no means agreed. If it is desired to include the
interest as a cost of manufacture, the interest should be charged to
manufacturing and credited to interest on manufacturing assets or some
other account indicating that the interest credit does not represent an
actual earning, but is merely a bookkeeping entry. At the end of the
period, the interest included in the cost of goods still in the inventory
should be left in the interest account as a reserve to reduce the inventory
to the actual cost. The balance of the interest should be credited to
profit and loss.

2. The proper treatment of boxes and crates is a difficult one to bring
under general rules. Broadly speaking the test is: When does the process
of manufacture end? In the case of canned goods, the cans are a cost of
manufacture because the goods are not manufactured until they are canned.
The crates are a selling expense because the goods do not have to be crated
until they are sold, although it may be more convenient to crate them
immediately. In general, the packages in which the goods are placed
when manufactured are a part of the cost of manufacture; and the
cases in which the packages are packed for shipment are a selling expense.
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3. There is no principle of accounting more firmly established than the
one which prohibits taking a profit by writing up a fixed asset which is
not being sold. For this reason the appreciation should not be credited
to surplus.
I note that you speak of capital surplus as surplus from earnings.
Ordinarily capital surplus is used to convey just the opposite meaning.
I refer you to the answer to the next letter.
Unrealized Profit on Appraisals
Editor, Students’ Department:
Sir : A few days ago I noticed, in the answer to a C. P. A. question,
an expressed opinion which seems so at variance with what I have read,
heard, argued and been taught that I should like your opinion on it. The
question is:
“How should substantial changes in the value of capital assets be treated
in the accounts in respect to surplus?”
That part of the answer which is pertinent to the point raised in this
discussion reads as follows:
“It is becoming more and more common to set up a special account
called ‘Capital Surplus,’ ‘Special Surplus’ or something similar, to contain
surplus that does not arise from earnings. This does no harm, though
it seems rather useless. The reason given for such a course is usually
that if unearned surplus is mingled with earned surplus, dividends may
be declared therefrom; and it is a common notion that dividends should
be declared only from earnings. But this is not the case either legally
or logically. If a corporation has an actual surplus, whether it appears
in one account or in several, it is proper and perfectly legal to declare a
dividend; if it has plenty of cash, it is ordinarily prudent as well.”
In the west it is quite common to find timber and timber lands, as well
as other landed property, appreciated on the books in accordance with
appraisals and estimates. If the directors of a company find it desirable
to increase the value of the fixed assets on the books and adopt a sound
and conservative basis for establishing the value, what would be the
wrong, notwithstanding the well-known prejudice among accountants against
this practice ?
But it has been my understanding that such increases in value are not
income. They constitute merely an offsetting credit for the increased value
added to the asset account. At best they might be called anticipated profits,
but as such, according to accounting principles, could not properly be
regarded as income subject to dividends.
It therefore seems to me that dividends paid in excess of earned surplus
or surplus arising from premiums on the sale of capital stock or both would
be simply a liquidation of original capital.
I shall appreciate very much your opinion as to the point involved, and
your views regarding the answer quoted.
Yours truly,
Portland, Oregon.
R. F. R.
There is considerable difference of opinion among accountants as to
whether extraneous profits should go into the general surplus or into a
capital surplus account, but there can be no difference of opinion as to
the propriety of using an unrealized profit (such as that arising from an
appreciation in the value of a fixed asset or of timber lands, as disclosed
by an appraisal but not realized by a sale), for dividend purposes.
In my opinion a distinction should be made in the accounts as follows:
Realized profits from operations;
Realized profits of an extraneous nature;
Unrealized profits.
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Surplus should be credited with earned profits from operations only, and
of course the entire surplus is available for dividends unless a portion
of it has been appropriated for some special reason, such as an appro
priation of surplus for a sinking-fund reserve connected with a bond issue
or an appropriation of surplus to conserve funds for an extension of
the plant.
Realized profits of an extraneous nature and other extraneous incre
ments to surplus should be credited to a capital surplus account. Profit
on the sale of a fixed asset would be an earned profit of an extraneous
nature; a premium on the issue of stock would be an extraneous increment
to surplus although it is in no sense a profit. These realized extraneous
items could be used for dividends without violating the law, although the
stockholders should be informed that the dividends came from capital
surplus instead of from operating profits.
Unrealized profits should not be credited to any surplus account, general
or capital, because they are not realized increments of surplus and are
not available for dividends. They should be credited to such an account as
reserve for appreciation of real estate or reserve for appreciation of timber
lands. If the reserve is set up because of the revaluation of a fixed
asset on the basis of an appraisal, it should be held on the books until
disposition of the asset. At that time, if the price realized is less than
the debit in the asset account, the difference is charged first to the reserve
for depreciation and the remainder to the reserve for appreciation. Any
balance remaining in the reserve for appreciation would then be a
realized extraneous profit to be transferred to capital surplus. If the
reserve is set up against timber lands which are being stripped, and the
timber is being sold, the reserve would be gradually transferred into an
earned operating profit by the sale of the timber, and it should be gradu
ally closed to general surplus through the profit and loss account as sales
are made.
It is not obligatory to keep a capital surplus account. As all realized
profits are available for dividends whether arising from regular operations
or not, all profits can be credited to surplus. But if a capital surplus is
kept, it seems imperative to credit it with actually realized items only.
When the account is credited with realized extraneous profits, which are
available for dividends, and with unrealized profits, which are not available
for dividends, the account will have to be analyzed to determine what
dividends can be paid and charged to it.
Stock Issued

for

Liberty Bonds

Editor, Students’ Department:
Sir : I submit for your consideration in the Journal the following
question: Is capital stock paid in Liberty bonds considered to be fully
or partly paid? Liberty bonds at the present time have depreciated con
siderably in the market but the directors of a corporation have decided to
accept them in payment for new capital stock at their face value.
Very truly yours,
Waterbury, Connecticut.
H. G.
The directors of a corporation are the judges of the value of the
property which they accept for stock, and unless there is evidence of
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fraud a court will not go behind the values fixed by them. Hence they
have a right to issue the stock for Liberty bonds at par, and the cor
poration itself would be estopped from claiming that the subscribers had
not paid their subscriptions in full. In other words the corporation
could not make another assessment on the stock if it had been issued as
fully paid and non-assessable.
While the corporation itself could not claim that the stock had not
been fully paid, the creditors might do so. Whether they could get a
court to agree with them or not is another thing. In the first place they
would have to prove fraud, and in the second place there would be a
serious practical difficulty in determining the value of the Liberty bonds
and thus fixing the liability of the stockholders to creditors.

Anonymous Letters
It seems necessary once more to call the attention of readers
department to the fact that no letter will receive the attention
editor unless it is signed. Only the initials of the correspondent
printed in the Journal if the writer requests that his name shall not
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Book Reviews
THE MODERN TRUST COMPANY, by Franklin Butler Kirkbride,
J. E. Sterrett and Henry Parker Willis. Fifth edition. The Mac
millan Company, New York. 550 pp.
Like the visit of an old friend comes the fifth edition of Kirkbride
and Sterrett’s complete and authoritative manual, The Modern Trust
Company. Longer ago than he likes to recall, the writer spent many
evenings poring over an early edition of this book in a strenuous
attempt to cover the whole field of accounting preparatory to taking
the C. P. A. examination, and because the examination paper con
tained two questions on bank accounting he could not have answered
otherwise, he has always felt warmly grateful to the authors. What
he thought of the book at that time, however, was lately very suc
cinctly expressed by the teller of his local bank to whom he had lent
the book for home study: “I never knew before how much there was
to know about trust companies.” The reviewer feels that he cannot
better that appreciation. Only by actual experience or long observa
tion at close hand can one realize the immense amount of detail in
volved in running a trust company or writing a book about it.
The functions of a trust company, how it is organized, the duties
of the officers, the division of the work among various departments,
the methods of work, the duties of clerks and employees down to the
night-watchman and cleaners—all these are fully and exhaustively
covered. The accounting of each department is given in ample detail,
and a chapter on “General accounting” describes how they are all
“tied in” to the general ledger and internal auditing checks provided
through the controller. In view of the traditional conservatism in
methods of banks and trust companies one does not look for nor find
any radical changes from former editions in these matters.
But since the last edition there has been a very important step
taken by the country which materially affects trust companies—the
passage of the federal reserve act. This act authorizes national banks
to engage in trust functions, thus opening a field hitherto monopolized
by the trust companies. It also permits trust companies to become
members of the federal reserve system, thus bringing such companies
for the first time under federal control. At the end of 1919 nearly
half the two thousand and odd trust companies of the country had
joined the system, and it is a pretty safe guess that in time they
will all be in the fold. Naturally no textbook on trust companies can
be considered complete without a study of the federal reserve system
and its effect on the trust company. This element is supplied in this
new edition by Mr. Willis, formerly expert advisor to the house
committee on banking and later the first secretary of the reserve
board. His chapters on the principles, methods and practice of the
federal reserve system are interesting and instructive. Although eight
years have passed since the system was established there is still con
siderable haziness in the minds of the general public on the subject.
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The student of accountancy who wishes to be thoroughly up-to-date
will do well to post himself by Mr. Willis’s clarifying chapters.
For many years the trust companies have been engaging in gen
eral banking in competition with the national and commercial banks.
Now we have the national banks taking on trust functions. The
logical conclusion is, as Mr. Willis puts it, that “events are rapidly
moving toward the development of a composite type of institution
which will perform the functions of both the bank and the trust
company.” We should say it is already here. The modern trust
company seems to be doing about everything a national bank does
except to issue its own notes. And does it not do even that indirectly?
W. H. Lawton.
THE BUSINESS MAN’S ENGLISH, by Wallace Edgar Bartholomew
and Floyd Hurlbut. The Macmillan Company, New York.
The Business Man’s English is a convenient little manual of Eng
lish as it should be spoken and written. The first half of it is devoted
to drill-work for commercial high-school students and consists mainly
of common errors in construction, pronunciation and spelling with
parallel corrections. The authors appear to proceed on the two
fundamental principles that the use of correct English is a matter
of habit, and that a horrible example is more effective than any
amount of memorizing of technical rules. The remainder of the
book deals with office correspondence and procedure in more or less
detail. While intended primarily for a school textbook it may be
recommended as a quick reference book for the office worker who
lacks thorough training or has become mentally careless.
W. H. Lawton.
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JOHN ROBERT SPARROW

John Robert Sparrow, member of the American Institute of Account
ants, certified public accountant, senior partner of the firm of Sparrow,
Harvey & Co., New York, died Saturday, April 9, 1921.
Mr. Sparrow was one of the leaders of the accounting profession and
had been active in the work of the state board of accountancy and the New
York State Society of Certified Public Accountants, as well as in the na
tional organization. He was one of the outstanding personalities in the pro
fession in New York.

Connecticut State Society of Certified Public Accountants
At the annual meeting of the Connecticut State Society of Certified Pub
lic Accountants at New Haven, April 13, 1921, the following officers were
elected: President, Leonard M. Troub; vice-president, Charles F. Coates;
secretary, Milon M. Stone; treasurer, Frederick W. Child; auditor, Edward
J. Paul.
The secretary’s report indicates that the society consists of 68 members.
15 of whom were admitted during the past year.
A resolution was adopted instructing the committee on state legislation
to oppose any change in the status of the state board of accountancy which
would interfere with the technical character of its work now under strict
control of the accounting profession.
It was reported that there are now 36 certified public accountants in
practice in Connecticut.

Arthur H. Holmberg and John A. Ryan announce the formation
of a partnership under the firm name of Holmberg, Ryan & Co.
with offices at 43 Tremont street, Boston, Massachusetts.
Ward, Fisher, Carpenter & Philbrick, Providence, Rhode Island,
announce the withdrawal from the firm of Hamilton L. Carpenter
and Arthur L. Philbrick.

Whitfield, Whitcomb & Co. announce the opening of offices at Main and
Second streets, Walla Walla, Washington, and 112 East Court street, Pen
dleton, Oregon.
George Lormer announces that he is returning to Australia, where
he will resume public practice after June 30th at 235 Collins street,
Melbourne.
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Announcements
Moyer & Briggs announce the removal of their offices to the
Boston Safe Deposit and Trust Company building, Boston, Massa
chusetts.

Hamilton L. Carpenter and Thomas E. Tefft announce the opening
of an office at 743 Grosvenor building, Providence, Rhode Island.

W. R. Blackman announces the removal of his office to Los An
geles Stock Exchange building, Los Angeles, California.

Irving H. Avin announces the removal of his office from 39 Cortlandt street to 200 Fifth avenue, New York.

Cooley & Marvin Co. announce the opening of a branch office in the
Munsey building, Baltimore, Maryland.

Scovell, Wellington & Co. announce the removal of their Cleveland office to 1168 Hanna building.

Albert H. Welton announces the opening of offices at 105 West
Monroe street, Chicago, Illinois.
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Accountants* Index
COMPILED IN THE LIBRARY OF THE AMERICAN INSTITUTE
OF ACCOUNTANTS
In response to many requests, the American Institute of Account
ants authorized the publication in book form of the bibliographies
on accounting and allied literature compiled in the library of the
institute.
As a supplement to this work, and in order to keep the index
current, the institute now establishes a monthly service section in
The Journal of Accountancy, containing references to accounting matter
not appearing in this magazine.
This supplement is classified under subjects with the following
essential points of information:
(1) Author.
(2) Title.
(3) Place of publication.
(4) Publisher.
(5) Date of publication.
(6) Paging.
By this means the reader may turn quickly to the subject of special
interest and learn promptly of important articles published on this
subject.
It must be understood that the institute does not endorse all arti
cles listed and that the inclusion is for reference only.
Most of the books and articles listed may be found in the library
of the institute or in any large public library.
CURRENT LITERATURE
ACCOUNTING
Accountancy and Business Management; prepared by a corps of auditors,
accountants, attorneys, and specialists in business methods and manage
ment. 7 v. Chicago, American Technical Society, 1920. $29.80.
Dawson, Sidney S., and R. C. de Zouche. Accounting. London, Sir Isaac
Pitman & Sons. 283 p. $4.
Contents: Accounting records; Single entry; Stock and stores accounts;

Analysis of transactions; Agents’ accounts; Consignment accounts; Depart
mental accounts; Branch accounts; Partnership accounts; Executorship ac
counts; Company accounts; Statement of affairs and deficiency account; Cost
accounts; Single and double account; Depreciation; Reserves and reserve
funds and sinking funds.

Problems
Esquerré, Paul Joseph. Practical Accounting Problems; their Discussion
and Solutions. Pt. 1. New York, The Ronald Press Co., 1921. 350 p. $10.
AGRICULTURE
Accounting
Ladd, C. E. System of Farm Cost Accounting; revised by James S. Ball.
Washington, Government Printing Office, 1920. (Agricultural Depart
ment Farmers’ Bulletin 572.)
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AUDITING
Binnie, Andrew. Audit Programmes and Procedure. Accountants' Jour
nal, April, 1921, p. 728-31.
Dicksee, Lawrence R. Fundamentals of Accountancy. Pt. 12. Account
ants' Journal, April, 1921, p. 724-7.
AUTOMOBILES
Cost of operation
Cost of Operating Six-ton Truck in Moving Coal. Engineering and Con
tracting, March 16, 1921, p. 266.

BANKS AND BANKING
Accounting
George, Roland J. Accounting as Applied to Letters of Credit. Bankers'
Monthly, April, 1921, p. 26-7.
BANKS AND BANKING, TRUST COMPANIES
Accounting
Vollertsen, E. P. Fiduciary Accounting, Corporate Trust Department.
Journal of the American Bankers' Association, March, 1921. p. 598602.
BUDGETS
McKinsey, James O. Production Budget. Administration, March, 1921,
p. 358-67.
Municipal
City Budget at a Glance; two methods of presenting financial results.
American City, March, 1921, p. 299-303.

BUILDING AND LOAN ASSOCIATIONS
Rosenthal, Henry S. Cyclopedia of Building, Loan and Savings Associa
tions; how to organize and successfully conduct them. Ed. 4, revised
and enlarged. 15 W. 6th street. The Author, 1920. 500 p. $7.50.
CEMENT
Costs
Actual Costs of Cement Manufacture and Estimated Costs for a Stateowned Plant. Engineering and Contracting, April 6, 1921, p. 352-6.
Includes also average estimated life of various properties.

COAL TRADE
Cost accounting
Chicago Coal Merchants’ Association. Various forms recommended by the
Cost and Systems committee. 1004, 417 So. Dearborn street, Chicago.
15 p. plus forms.
Cox, William Edward. Cost Accounting for Retail Fuel Dealers. Seattle,
University of Washington, 1920. 63 p. (Bulletin general series No. 138,
July, 1920.)
COST AND FACTORY ACCOUNTING
Allan, James. Practical Costing. Business Organization and Manage
ment, January, February, April, 1921, p. 382-4, 499-500, 75-82.
Eggleston, De Witt Carl, and Frederick B. Robinson. Business Costs. New
York, D. Appleton & Co. $7.50.
Elbourne, Edward T. Factory Administration and Cost Accounts; a ref
erence book of the principles and practice of industrial administration
and costing, for present-day requirements. New ed. New York, Long
mans, Green & Co., 1921. 811 p. $15.
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Greeley, Harold Dudley. Problems for the Business Executive, Accounting
Problems. Administration, March, 1921. p. 389-96.
Harrison, G. Charter. Cost Accounting to Aid Production; a practical
study of scientific cost accounting. New York, The Engineering Maga
zine Company, 1921. 234 p. $7.50.
Lunt, H. Julius. Manual of Cost Accounts. London, Sir Isaac Pitman &
Sons, 1920. 124 p. $2.50.
Contents: Definitions; Single (output) costs; Departmental costs; Process
costs; Job costing—Terminal costs; Multiple Costs; Foundry accounts; Oper
ating (working) costs; Cost records and reports; Textile factories; Statis
tical presentation of results; Examination questions.

Lybrand, William M. Cost Accounting and Its Meaning to Management.
Industrial Management, April, 1921, p. 267-9.
Newman, E. W. Functions of Costing. Accountant, March 19, 1921,
p. 30-6.
COTTON
Moorhouse, L. A., and M. R. Cooper. Cost of Producing Cotton; (842
records—1918). Washington, Government Printing Office, 1920. 59 p.
(United States. Department of Agriculture Bulletin No. 896.)

DEPRECIATION, DEPLETION AND OBSOLESCENCE
United States. Treasury Department. Bulletin “F”—income tax—depre
ciation and obsolescence, revenue act of 1918. Washington, Government
Printing Office, 1920. 36 p.
DYES
United States. Tariff Commission. Cost of Production in the Dye Industry,
1918 and 1919; details of costs for a selected list of dyes and interme
diates. Washington, Government Printing Office, 1920. 24 p. (Tariff
information series—No. 15.)
ELECTRIC RAILROADS
Valuation
Brown, L. R. Special Franchise Valuation. Electric Railway Jour
nal, March 26, 1921, p. 601-3.
EXECUTORS AND TRUSTEES
Accounting
Grainger, W. H. Examination Hints on Executorship Law and Accounts.
Accountant, March 12, 1921, p. 301-7.
Greeley, Harold Dudley. Accounting in Decedents' Estates—System of Ac
counts. Administration, March, 1921, p. 368-76.
FOREIGN EXCHANGE
Dickson, James. Foreign Exchange Fluctuations. Accountants’ Journal,
April, 1921. p. 732-43.
FOUNDRIES
Cost Accounting
Steel Founders’ Society of America. Report of Committee on Costs, July 5,
1919. 511 Magee Building, Pittsburgh, Pa. 19 p.
GOVERNMENT
Accounting
Oakey, Francis. Principles of Government Accounting and Reporting. New
York, D. Appleton & Co., 1921. 561 p. (Institute for Government Re
search.) $5.
INVENTORIES
Basset, W. R. Right and Wrong Ways to Readjust an Inventory. System,
March, 1921, p. 365-7.
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MINING AND METALLURGY
Fay, Albert H. Glossary of the Mining and Mineral Industry. Washington,
Government Printing Office, 1920. 754 p. (United States Bureau of
Mines Bulletin 95.) 75 cents.
MUNICIPAL
Accounting
Lund, Edmund. Principles and Practice of Municipal Bookkeeping. Ac
countant, March 19, 1921, p. 325-30.
Paterson, Robert J. Ritchie. Municipal Accounting Theory and Its Prac
tical Application to Municipal Finance. Canadian Chartered Account
ant, January, 1921, p. 179-84.

Auditing
Bunn, R. W. E. Internal Audit in Relation to Financial Control. Account
ant, March 26, 1921, p. 359-65.

PRICES
United States. Department of Labor. Bureau of Labor Statistics. Whole
sale Prices, 1890 to 1919. Washington, Government Printing Office, 1920.
205 p. (Bulletin No. 269.)
RAILROADS
Distribution of the Railway Dollar. Railway Age, March 25, 1921, p. 807.
Gives figures compiled by the bureau of railway economics showing the distri
bution of railway income of class I roads in the calendar years 1917 and 1920.

Finance
Bonbright, James C. Railroad Capitalization; a study of the principles of
regulation of railroad securities. New York, Columbia University, 1920.
206 p. (Studies in History, Economics and Public Law, Vol. XCV,
No. 1, whole number 215.)
Contents: Effect of capitalization on railway rates and service; Influence of
capitalization on railway credit; Basis of capitalization; Shares of stock
without par value; Federal regulation of railroad securities.

Valuation
Cost of Reproduction New of Steel Freight Cars; method developed by
Presidents’ conference committee permits ascertainment on basis of
weight. Railway Age, March 11, 1921, p. 553-6.
SHIPS AND SHIPPING
MacElwee, R. S. Training for the Steamship Business. Washington, Gov
ernment Printing Office, 1920. 49 p. (United States. Bureau of Foreign
and Domestic Commerce, Miscellaneous Series No. 98.) 10 cents.

STATEMENTS

Financial
Robert Morris Associates. Financial Statements; an explanation in brief
of a new system for their analysis from the standpoint of the creditor
grantor and the business executive, by Alexander Wall. Lansdowne, Pa.,
The Robert Morris Associates, 1920. 12 p. $1.
SUGAR
United States. Federal Trade Commission. Report on Sugar Supply and
Prices, November 15, 1920. Washington, Government Printing Office,
1920. 205 p. 25 cents.
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TAXATION
Canada
Business Profits War Tax; Dominion Income Tax; Income War Tax Act
Amended. Canadian Chartered Accountant, January, 1921, p. 194-202.

Great Britain
Ogg, F. W. Income Tax, Excess-Profits Duty and Corporation Profits Tax.
Incorporated Accountants' Journal, April, 1921, p. 136-41.
Snelling, W. E. Practical Income Tax; a guide for the business man and
the commercial student. Ed. 4. London, Sir Isaac Pitman & Sons,
135 p. $1.50.
New York State
Montgomery, Robert Hiester. New York State Income Tax Procedure,
1921, Including Corporation Franchise Tax. New York, The Ronald
Press Co., 1921. 682 p. $5.

United States
Dean, W. N. Effect of Income Taxes on Investments. Administration,
March, 1921, p. 309-12.
Montgomery, Robert Hiester. Excess-profits Tax Procedure, 1921, Includ
ing Federal Capital Stock (Excise) Tax. New York, The Ronald Press
Company, 1921. 594 p. $4.
Montgomery, Robert Hiester. Income Tax Procedure, 1921. New York,
The Ronald Press Company, 1921. 1206 p. $8.
TEA
Creighton, J. Modern Methods and Management of the Tea Trade. Busi
ness Organization and Management, February-April, 1921, p. 531-9,
637-42, 83-6.
WAGES, FEES, ETC.
Bonus
Premium Wage Plan in Milwaukee Shops; resume of six years’ experience
with bonus pay for standardized jobs. Electric Railway Journal,
March 19, 1921, p. 529-32.
Profit-sharing
Annan, William. Profit-sharing. Accountants’ Magazine, March, 1921,
p. 147-72.
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American Institute of Accountants
List of Officers, Members of Council and Committees—1920-1921

OFFICERS
President .................. Carl H. Nau................. 3334 Prospect Ave., Cleveland, Ohio.
Vice-Presidents
W.
Hilton, 718 Bank of Commerce Bldg., Norfolk, Va.
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For the past two years it has been impossible to accom
modate all the qualified students who have sought to
enroll in
NEW YORK UNIVERSITY
SCHOOL OF COMMERCE,
ACCOUNTS & FINANCE
This is a matter of keen regret to us—the more so in
view of the fact that many men who had to be refused
because of lack of room were of a character to profit
most through our instruction and be of most credit to
us as graduates.
Readers of The Journal of Accountancy who are
considering the possibility of entering New York Uni
versity at some future time are urged to investigate and
make their decision far in advance of the opening of the
University year in September.
For bulletins address THE SECRETARY

NEW YORK UNIVERSITY SCHOOL OF COMMERCE,
ACCOUNTS AND FINANCE
32 Waverly Place
New York City

THE ACCOUNTANTS’ DIRECTORY
AND WHO’S WHO
An invaluable volume for the professions, bankers, merchants and others.
7,000 practicing accountants, firms,
and accounting corporations,
listed complete for the United
States and Canada.
2,200 biographical sketches of those
most prominent in the profes
sion, including members of the
American Institute of Account
ants and other Certified Public
Accountants, Educators, Writ
ers and Authorities.

636 Pages

FIRST REVIEWS:
A prominent member of the Council of
the American Institute of Accountants
writes: “Permit me to congratulate you
on the success you have attained in your
‘Accountants’ Directory and Who’s Who.’
It is far more valuable and interesting
than I had anticipated.”
The author of a recently enacted State
C. P. A. statute says: “You certainly have
succeeded in doing a real, lasting service
to the profession of accountancy, and de
serve all the appreciation and praise that
could be bestowed.”
The head of one of the leading account
ing schools in the country also writes:
“We wish to congratulate you on the
thoroughness with which this book has
been compiled and to assure you that it
is a real help to anyone who is interested
in the accountancy profession.”

Price, delivered, $10

THE FORTY-FIFTH STREET PRESS,

145 West 45th Street

New York, N. Y.

When writing to advertisers kindly mention The Journal of Accountancy

THE JOURNAL OF ACCOUNTANCY

E like to meet the
book-keeper who
is hard to please.

W

How his face lights up
when he uses—

DIXON'S

ELdoradO
Made in 17 leads—one for every
need or preference

SAMPLE OFFER

Write for full-length free
samples of DIXON’S
ELDORADO and fulllength free samples of
Dixon’s “BEST” Colored
Pencils. Both are supreme
in their field.

XI

A Real Necessity to All
Accountants and Auditors
THE

AJAX EYELET FASTENER
For Binding Valuable Statements, Vouch
ers, Legal Papers, etc., it is especially
recommended. Its use assures Security
and Permanence and is an Insurance
Against Substitution and Loss

Handles
Three Sizes
of Ajax
Eyelets
without any
Adjustment

THE AJAX
is automatic—
always ready
for immediate
use. With one
stroke of the lever it punches the hole, inserts
and clinches the eyelets in one operation.
Order from your stationer or direct.
Write for our catalogue of office tools

MACHINE APPLIANCE CORPORATION
351-353 Jay Street

Brooklyn, N. Y.

Tax Experts and Advisers
of Corporations
in case of possible disagreement with the
Bureau of Internal Revenue as to tax
returns will find

FEDERAL CORPORATE
INCOME TAXES
By E. E. Rossmoore
C. P. A. (N.Y.)

Formerly Chief of the Special Audit Section, Bu
reau of Internal Revenue; Chief of Consolidated
Returns Section; Lecturer on Income and Pro
fits Taxes, Washington, D. C.

a veritable mine of practical information.
It is stated in Washington that the Treasury
Department may collect a billion dollars in
additional taxes in 1921 as a result of the
understatement of income and profits tax
liability on returns already filed.

JOSEPH DIXON
CRUCIBLE CO.
Pencil Dept. 117-J,
Jersey City, N. J.
Canadian Distributors
A. R. MacDougall & Co., Ltd.
Toronto

Dodd, Mead & Company,

447 Fourth Avenue, New York.
Please send me a copy of Rossmoore’s Federal
Corporate Income Taxes.
Enclosed find remittance of $7.50 to cover cost.

Name ........... .................................................................
Address .........................................................................
Circular on Request
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T costs the book publisher money to do
you a service in making known to you in
these pages what works are available that
may be of value to you.

I

Quite properly he wants to confine his ad
vertising expenditures to publications that
bring the greatest return in proportion to
the cost—this aids you in that by good man
agement he is able to hold down the cost of
books you need.
You will assist him and serve yourself if
you make it possible for him to gauge the
value of The Journal of Accountancy.
Send your order on the coupon he attaches
to his advertisement or enclose that coupon
with your letter.

CENTURY "DE LUXE” PORTFOLIO (Illustrated)

3 Pkts.

4 Pkts.

507—17" x 11½"...............$16.50
508—18" x 12"................ 17.50

$17.50
18.50

Style and Size

Sent PREPAID anywhere in the U. S. upon
receipt of price. Money immediately refunded if
not satisfactory in every respect.
Made of heavy English Bridle leather. Black,
Russet, or Cordovan. Solid shawl straps and ad
justable handle. Three or four wide pockets, and
small pocket, 5" x 9", with flap closed by snap
buttons, for memo books, pencils, etc. Hand-made
gold finished staple and hooks for padlock. Strong
suspending lock with key.
CENTURY Portfolios, Brief Cases and Secretary
Cases—some priced as low as $3—described in our
Catalog “MJ.” Sent on request.
CENTURY LEATHER CRAFTS COMPANY

350 Broadway

New York City

The
1920 YEAR BOOK
of the

American Institute of Accountants
Contains
Reports of proceedings of the Annual Meeting,
September, 1920.
Lists of Members and Associates corrected to
January 1, 1921.
Reports of Officers and Committees.
Personnel of all State Boards of Accountancy,
Constitution and By-Laws and Rules
of Professional Conduct.

American Institute of Accountants
135 Cedar Street
161 pages.

New York

Price $1.50 net. $1.65 delivered in the
United States of America
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The Lloyd-Thomas Co.
RECOGNIZED AUTHORITIES ON PHYSICAL VALUES

APPRAISERS—ENGINEERS

CERTIFIED APPRAISALS
INDUSTRIAL PROPERTIES
Bond Issues
Credit Extensions
Income Tax
Liquidation

WE HAVE A SPECIAL STAFF FOR
QUICK VALUATIONS OF LARGE
PROPERTIES
:
:
:
:
EXECUTIVE OFFICES
EASTERN
WESTERN
75 Fulton St. 1124-1128 Wilson Ave.

Chicago, Ill.

New York City

BRANCHES IN PRINCIPAL CITIES

Cost Accounting
for MEN and WOMEN
Our course in Cost Accounting is
designed to prepare men and women
for work as cost accountants, so
much in demand just now by the
Government.

for

Mergers
Cost Systems
Insurance
Accounting

XIII

Other courses include Accountancy,
Auditing, Business Law and Spe
cial Post-Graduate Problems pre
paring for C. P. A. Examination.

Send for catalog. Personal service
of R. J. Bennett, C. A., C. P. A.

Bennett Accountancy
Institute
261 Farragut Street

Philadelphia, Pa.

A Brief Case to
Suit the Needs of
EveryAccountant
and Clerk
Buy Direct from the Manu
facturer and Save the
Retailer’s Profit

No. 1643 $8.00

L. L. B. BRIEF CASES
Are Made of the Best Quality Sole Leather in Attractive
Styles. They are Strong, Durable and Light

No. 1643—Brief Case, size 16 x 10, with 3 pockets,
best grade sole leather, in. black, tan, brown and
black grained, lock and key, $8.00.
No. 4316—Double Section, leather lined Brief Case,
size 16 x 10, pocket in lower section is covered
by flap fastened with 2 buttons; the upper pocket
has 2 outside pockets to hold papers, also 4 pen
cils. Come in smooth russet, brown, black and
black grained sole leather, lock and key, $17.00.
A choice of 60 different styles and sizes $6.00 to $27.00
Express prepaid anywhere in U. S.

Money back if not satisfied.

Send for Catalog J-27

No. 4316 $17.00

L.L.B.CASE MFG. CO.,5 CEDAR ST., N.Y.
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INTRODUCTION TO
ACTUARIAL SCIENCE
By H. A. Finney

ccountants and
have manifested
Adesire
for
a
as this

students
of accounting
a
such work
—
an elementary treatise on actuarial
science.

Mr. Finney has met the need with
this 101-page volume, 5x7 inches,
bound in cloth and printed in large,
easily-read type.
The text consists of articles appear
ing in The Journal of Account
ancy in December, 1919, and Jan
uary, 1920, and, in addition, solu
tions of all problems in actuarial
science contained in the examina
tions of the American Institute of
Accountants up to and including
May, 1920.

Every accountant and accounting
student should possess this import
ant addition to accounting litera
ture.

The American Institute
of Accountants,
135 Cedar St, New York, N. Y.
Send me ............. copies of Intro
duction to Actuarial Science (at $1.50
a copy), in payment for which I en
close $..............................
Name ...................................................

Occupation ..........................................

ANALYSIS PAPER
Buff and White—Four grades—
4 to 28 columns wide, in variety
of styles, always carried in stock,
padded or loose.
Sendfor price list and samples.

L. H. Biglow & Company, Inc.
24 BEAVER STREET
NEW YORK

HE American Institute of Accountants

Thas a surplus of Year Books for 1905,
1913, 1914, 1915, 1916,1917 and 1918.

Any of these books will be sent to ad
dresses within the United States upon
receipt of order at 65 cents each.
American Institute

of

Accountants

135 Cedar Street, New York

A Staff Instruction Book
“HOW TO AUDIT” is not a text
book for students of accounting. It
is a book of instructions for use as
a guide to staff auditors.
It was written by the principals of
a well-known firm of auditors and
public accountants who wished to
make sure that every job would be
handled as well as though they were
supervising it in person.
A great many firms of accountants
have already placed a copy in the
hands of each of their staff members.

The price is $2.10. Discounts in
quantities.

Firm ....................................................

Street and Number............................

The McArdle Press,Inc.

City and State ....................................

705 Third Ave., New York City
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XV

Your Own Copy
THE full value of the Journal of Accountancy
cannot be realized by merely reading its
editorial contents once, however carefully and
studiously such reading may be done.
Information stored away in one’s memory cells
becomes with the passage of time an uncertain
asset. That filed in one’s library is an asset of
never-ceasing value.
The contents of the business text-book of a year
or more hence is largely the same material as
that which is being published from month to
month in such periodicals as the Journal of
Accountancy.
Many of the readers of this magazine are not
subscribers to it in their own names. They read
the office copy, the library
A
copy, the copy of some J 135 Cedar
Street
associate or acquaintance,
New York
Gentlemen:
etc.
find $4.00 for which
If you are one of these, kindly Enclosed
place my name on your list for
make sure that you will a year’s subscription to the J
A
.
get the utmost value from
Name...................................................
your reading.
ournal of

ccountancy

ournal

of

Mail this
coupon now!

ccountancy

Occupation.........................................
Firm...................................................

Street and No......................................

City and State....................................
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Classified Advertisements

Copy for classified advertising must be in hand at the office of the Journal of Accountancy previous to the twentieth day of the month
preceding month of publication. Rates are $9 per inch or fraction for one insertion; $7 per inch or fraction each additional insertion

SITUATIONS WANTED

HELP WANTED

of broad practical
experience is anx
ious to secure a position offering a brighter future. Ad
vertiser has been connected with prominent public utility,
public accounting, municipal and manufacturing enter
prises. Has successfully installed general accounting, cost
and internal auditing systems. Can present financial re
ports and statistics in a clear and forceful manner. At
present engaged at a salary of $6,000 a year. Available
60 days from acceptance. Located in Middle West. Age
87, married.
Box 126 c/o The Journal of Accountancy.

capable of supervising
audit engagements and
preparing reports wanted by established firm in Portland,
Ore. Give chronological account of your business experi
ence, present employers, age, salary expected and when
available.
Box 130 c/o The Journal of Accountancy.

Accounting
_ Executive

Thoroughly experienced;
Traveling
30 years of age, desires
position with reliable concern as traveling auditor. Can
furnish best of references.
Box 124 c/o The Journal of Accountancy.

Auditor

Young man; experienced;
Junior
desires position with C.P.A.
firm. La Salle graduate, Walton accounting and business
law student. Excellent references. Ambitious and wishes
opportunity with firm where earnest endeavor combined
with willingness to study will be recognized. I am not
afraid to exert myself in order to get the best results.
Box 125 c/o The Journal of Accountancy.

Accountant

Senior Accountant

An experienced public ac
countant is wanted to man
age an audit company with strong financial connections.
He should be preferably either engaged in business him
self or hold a responsible position with a firm of account
ants of repute. Applicants should give full particulars,
training, qualifications, experience and salary desired or
reply will not be considered.
Box 133 c/o The Journal of Accountancy.

Auditor Executive

Certified public account
ant of broad experience
is wanted for executive senior work by firm of account
ants long established. Prepared to make liberal present
arrangements, with prospects of permanence and accruing
benefits.
Cooper, Winslow & Davis,
Lumber Exchange building, Chicago, Ill.

Senior Accountant

MISCELLANEOUS

Accountant—Auditor—Controller
Experienced senior and supervisor desires position with
reputable C. P. A. firm or large manufacturing plant.
Best of references, experience in all phases of general
and cost accounting. Married, age 40, salary $4,000.
Box 129 c/o The Journal of Accountancy.

Executive; member National Cost Account
ants’ Association. Now auditor of large steel
corporation. Desires position as secretary or treasurer.
Would consider position of auditor if location is in South
or West. All negotiations confidential and direct with
principals. Salary $5000.
Box 122 c/o The Journal of Accountancy.

Auditor

Certified public account
ant (N. Y.). Qualified by
twelve years' experience in all branches of public account
ing practice to handle all professional assignments, plan
and supervise work of assistants, write reports. Thor
oughly familiar with system work, modern business meth
ods and tax matters. Possess tact, initiative and pleasing
personality. Desire permanent connection with progressive
firm. Age 40—married. Christian. Salary $4,000 to start.
Box 132 c/o The Journal of Accountancy.

Senior Accountant

Certified pub
lic, accountant
(N. H.); associate member of American Institute of Ac
countants. Now with prominent New York firm of
accountants will represent an out-of-town firm wishing to
open an office in New York City.
Box 134 c/o The Journal of Accountancy.

New York Representation

HELP WANTED

Corporation TaxReturn Compilations
Simplified
“Primary Work Sheets" conveniently arranged in num
bered lines for Client to fill out direct from his regular
trial balance.
Amounts copied to numbered spaces on “Intermediate
Work Sheet” (the Key sheet), which automatically places
them in Group Totals that furnish amounts called for by
Items in Schedules “A” and “L” on the return.
Complete sets, postpaid, $8.00 each. Cash with order.
A. M. Strickland, Box 366, Florence, S. C.

Illinois Examination for Certified
Public Accountant
TO BE HELD MAY 18 AND 19, 1921
ROOM 1007, COUNTY COURT HOUSE, CHICAGO
The examination covers: Theory and Practice of Account
ing, Auditing, and Commercial Law (as affecting account
ancy).
For questions, copies of the regulations, and application
blanks, address:
G. P. Tuttle, Secretary, Committee on Accountancy,
University of Illinois, Urbana, Illinois.
A firm of public ac
Practice countants
wishes to
purchase an accounting practice in the city of New York.
Box 123 c/o The Journal of Accountancy.

Accounting

firm of public accountant*
Practice Wanted Adesires
to purchase an account
ing practice from an accountant who contemplates retiring.
Box 121 c/o The Journal of Accountancy.

Court of Industrial Relations, To
Certified public accountant (N. Y.),
peka, Kansas, wants accountant fa Partnership now engaged in private practice de
miliar with general practice. Work involves public utility
sires partnership connections with practicing public ac
accounting, packing houses, flour milling, coal mining,
countants; or to act as representative for out of town
etc. Maximum salary $4,000 per annum.
firm.
Box 128 c/o The Journal of Accountancy.
Box 131 c/o The Journal of Accountancy.
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It will be useful to the accountant and
his client to know that

Tax abatement bonds
are accepted by the Government
pending settlement of tax cases.
Ask your insurance broker to call

Fidelity and Deposit Company
Fidelity and Surety Bonds and Burglary Insurance
120 Broadway

New York Offices
1 Liberty Street

(Rector 6200)

(John 5725)

Franklin D. Roosevelt, Vice-President
Statement of the Ownership, Management, Circulation, Etc., Required by the Act of Congress
of August 24, 1912.

of The Journal of Accountancy, published monthly at New York, N. Y., for April 1, 1921.
State of New York
) ss.
County of New York
Before me, a Commissioner of Deeds in and for the State and county aforesaid, personally appeared
Eugene C. Miles, who, having been duly sworn according to law, deposes and says that he is the Business
Manager of the Journal of Accountancy and that the following is, to the best of his knowledge and belief, a
true statement of the ownership, management (and if a daily paper, the circulation), etc., of the aforesaid
publication for the date shown in the above caption, required by the Act of August 24, 1912, embodied in
section 443, Postal Laws and Regulations, printed on the reverse of this form, to wit:
1. That the names and addresses of the publisher, editor, managing editor, and business managers are:
Publisher, American Institute of Accountants
135 Cedar Street, New York, N. Y.
Editor, A. P. Richardson
135 Cedar Street, New York, N. Y.
Managing Editor, A. P. Richardson
135 Cedar Street. New York, N. Y.
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2. That the owners are: (Give names and addresses of individual owners, or, if a corporation, give its
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Street, New York, N. Y. Officers: President, Carl H. Nau, 3334 Prospect Avenue, Cleveland, Ohio;
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When writing to advertisers kindly mention The Journal of Accountancy

THE JOURNAL OF ACCOUNTANCY

Modern business
needs Accountancy ed
ucated men and women
for the technical analysis of
facts, conditions, and ten
dencies that point the way to safe and
progressive management. Professional and
executive accountants—if competently
trained—find their services in steady de

mand wherever business is carried on. They have an
established market value.
Pace Institute, in Washington, New York, and Bos
ton, provides systematic, developmental training in

Accountancy and Business Administration. Evening and day
time classes are continuously available. Special nine weeks’
summer day classes will form at all three schools early in July.
Write for special summer day-school information.

One Month’s Trial Instruction $7
The Pace Courses are also successfully given by Extension through the mails.
The Extension Course—covering the same subjects as does the Resident
Course—may be taken for a month’s, trial instruction, with the charge for
tuition and texts limited to $7. There is no obligation, express or implied,
to continue.

Send for Bulletin and descriptive booklets, specifying whether you are
interested in Resident or Extension instruction.

715 G Street, N. W.
Washington, D. C.

30 Church Street
New York City

Tremont Temple
Boston, Mass.

When writing to advertisers kindly mention The Journal of Accountancy

